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ABSTRACT
S i nc e  t h e  e n e r g y - c r i s i s  days  of  t h e  e a r l y  1 97 0 ' s  
t h e  U n i t e d  S t a t e s '  economy has  been g r a d u a l l y  moving 
f rom r e l i a n c e  on m a n u f a c t u r i n g  o p e r a t i o n s  t o  a r e l i ­
ance  on s e r v i c e  i n d u s t r i e s .  Th i s  s h i f t  has  l e a d  t o  
an abundance  of  o p p o r t u n i t i e s  i n  t h e  a r e a  of  smal l  
b u s i n e s s  d e v e l o p m e n t .  In r e s p o n s e  t o  t h e s e  o p p o r ­
t u n i t i e s ,  t h e  s ma l l  b u s i n e s s  s e c t o r  has  u nd e r g on e  
s u b s t a n t i a l  g r o w t h .  One p r o b l e m  a s s o c i a t e d  w i t h  
t h i s  growth i s  t h e  p r o c u r e m e n t  o f  f i n a n c i n g  f o r  smal l  
b u s i n e s s  s t a r t u p s .  S i n c e  mos t  e n t r e p r e n e u r s  do not  
have  t h e  f i n a n c i n g  o p t i o n s  a v a i l a b l e  t o  l a r g e  c o r ­
p o r a t i o n s ,  t h e  m a j o r i t y  of  sma l l  b u s i n e s s  s t a r t u p s  
i n v o l v e  owner bank b o r r o w i n g ,  o f t e n  w i t h  t h e  
a s s i s t a n c e  of  t h e  Smal l  B u s i n e s s  A d m i n i s t r a t i o n  (SBA) 
Many SBA l o a n s  f a i l .  A l t h o u g h  t h e  r e a s o n s  f o r  
f a i l u r e  a r e  as  d i v e r s e  as  t h e  b u s i n e s s e s  t h e m s e l v e s ,  
one  r e a s o n  o f t e n  c i t e d  i s  t h a t  sma l l  b u s i n e s s  owner /  
manager s  do no t  u n d e r s t a n d  t h e  i n f o r m a t i o n a l  c o n t e n t  
of  a c c r u a l  b a s e d  f i n a n c i a l  s t a t e m e n t s .  As a r e s u l t ,  
t h e y  a r e  no t  a b l e  t o  r e a c t  t o  t h e  c ha ng e s  t a k i n g
ix
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
p l a c e  w i t h i n  t h e i r  b u s i n e s s e s  w h i c h  a r e  communica t ed  
t o  them t h r o u g h  t h e i r  b a l a n c e  s h e e t s  and income 
s t a t e m e n t s .
The p u r p o s e  of  t h i s  s t u d y  was t o  t e s t  w h e t h e r  a 
t r a i n i n g  i n t e r v e n t i o n  f o r  f i n a n c i a l  s t a t e m e n t  r i s k  
i d e n t i f i c a t i o n  c o u l d  h e l p  s m a l l  b u s i n e s s  owners  t o  
b e t t e r  u n d e r s t a n d  t h e i r  f i n a n c i a l  s t a t e m e n t s .  A 
sampl e  o f  80 s m a l l  b u s i n e s s  o w n e r / ma n ag e r s  we r e  i n ­
v i t e d  t o  a t t e n d  a sma l l  b u s i n e s s  s e m i n a r .  The s ampl e  
was d i v i d e d  i n t o  two g r o u p s .  The e x p e r i m e n t a l  
g roup  r e c e i v e d  t r a i n i n g ,  w h i l e  t h e  c o n t r o l  g r oup  
r e c e i v e d  a p l a c e b o  t r e a t m e n t .  A p r e t e s t - p o s t t e s t  
e x p e r i m e n t a l  d e s i g n  was u s e d .  A t t i t u d i n a l  and demo­
g r a p h i c  d a t a  was a l s o  g a t h e r e d  t o  d e t e r m i n e  what  
e f f e c t  t h e s e  f a c t o r s  had on s u c c e s s  in t r a i n i n g .
R e s u l t s  of  t h e  e x p e r i m e n t  i n d i c a t e d  t h a t  t h e  
e x p e r i m e n t a l  g r oup  wh i c h  r e c e i v e d  t h e  t r a i n i n g  had 
a s i g n i f i c a n t l y  h i g h e r  l e v e l  o f  f i n a n c i a l  s t a t e m e n t  
u n d e r s t a n d i n g  as  m e a s u r e d  by t h e  p o s t t e s t  s c o r e s .
The a n a l y s i s  o f  t h e  d e m o g r a p h i c  d a t a  i n d i c a t e d  t h a t  
t h e  t r a i n i n g  was e f f e c t i v e  a c r o s s  a l l  l e v e l s  of  a g e ,  
income,  r a c e ,  s o c i a l  b a c k g r o u n d  and y e a r s  of  m a nag e ­
ment  e x p e r i e n c e  g a t h e r e d .  Of t h e  a t t i t u d i n a l  v a r i ­
a b l e s  m e a s u r e d ,  o n l y  t h e  " j o b  i n v o l v e m e n t "  was a 
s i g n i f i c a n t  p r e d i c t o r  of  s u c c e s s  i n  t r a i n i n g .
x
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CHAPTER 1
INTRODUCTION
Smal l  b u s i n e s s '  a n o m o l i s t i c  r o l e  w i t h i n  t h e  U n i t e d  
S t a t e s '  economy p r e s e n t s  a v a r i e t y  of  i n t e r e s t i n g  
a c c o u n t i n g  r e s e a r c h  q u e s t i o n s .  Even t hough  an a c c e p t e d  
t r u i s m  i s  t h a t  s m a l l  b u s i n e s s  i s  r i s k y  b u s i n e s s ,  t h e  
c o n t r i b u t i o n  o f  t h e  s m a l l  b u s i n e s s  s e c t o r  t o  t h e  p r o ­
d u c t i v i t y  and employment  b a s e  r e p r e s e n t s  a s i g n i f i c a n t  
p a r t  of  t h e  n a t i o n ' s  g r o s s  n a t i o n a l  p r o d u c t .
The f a c t  t h a t  some sma l l  b u s i n e s s  v e n t u r e s  a r e  
s u c c e s s f u l ,  w h i l e  o t h e r s  f a i l ,  g i v e s  r i s e  t o  a number 
of  r e s e a r c h  q u e s t i o n s .  For  e xa mp l e ,  (1 )  Can e n t r e ­
p r e n e u r s  r e c o g n i z e  w h e t h e r  o r  n o t  t h e i r  company i s  
s t r u c t u r e d  as  a r i s k - a v e r s e  e n t i t y  or  r i s k - u t i l i z i n g  
e n t i t y ?  (2 )  Are  c e r t a i n  t y p e s  o f  b u s i n e s s e s  more  l i k e l y  
t o  f a i l  t h a n  o t h e r s ' !  ( 3 )  Do owner / manage r s  of  smal l  
b u s i n e s s e s  r e c o g n i z e  r i s k  s i g n a l s  a p p a r e n t  w i t h i n  t h e i r  
company ' s  f i n a n c i a l  s t a t e m e n t s ?  (4)  Are t h e r e  c e r t a i n  
p e r s o n a l  c h a r a c t e r i s t i c s  w h i c h  e n a b l e  one t y p e  of  manager  
t o  s u c c e e d  w h i l e  a n o t h e r  manage r  f a i l s ?  and ( 5 )  Can t r a i n ­
ing  f o r  r i s k  i d e n t i f i c a t i o n  i n c r e a s e  t h e  r i s k  a w a r e n e s s  of
1
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sma l l  b u s i n e s s  o w n e r / m a n a g e r s ?  These  q u e s t i o n s  p r o v i d e  
t h e  i mpe tus  f o r  t h i s  r e s e a r c h  s t u d y .
A c c o u n t i n g  i n f o r m a t i o n  i s  t h e  p r i m a r y  mode of  com­
m u n i c a t i o n  w i t h i n  t h e  b u s i n e s s  w o r l d .  T h e r e f o r e ,  
a c c o u n t i n g  i n f o r m a t i o n  may a p p r o p r i a t e l y  be u se d  as  a 
t e s t i n g  medium t o  a s c e r t a i n  t o  what  d e g r e e  sma l l  b u s i ­
n e s s  o w n e r / m a na ge r s  u n d e r s t a n d  t h e i r  b u s i n e s s e s .  The 
b a s i c  p r e m i s e  o f  t h i s  r e s e a r c h  was t h a t  i f  o wne r /  
ma nage r s  of  sma l l  b u s i n e s s e s  can e x t r a p o l a t e  r i s k  s i g ­
n a l s  f rom t h e i r  f i n a n c i a l  s t a t e m e n t s ,  t h e n  t h i s  i n f o r ­
m a t i o n  can be u s e d  t o  r e d u c e  t h e i r  b u s i n e s s  r i s k .  
U l t i m a t e l y ,  r i s k  r e d u c t i o n  r e d u c e s  t h e  d e f a u l t  r a t e  on 
l o a n s .
T h i s  s t u d y  g a t h e r e d  e m p i r i c a l  d a t a  f r om a s u b j e c t  
g r o u p  c o n s i s t i n g  of  members of  t h e  b u s i n e s s  corrmuni ty 
who s e r v e d  as  s u r r o g a t e s  f o r  Smal l  B u s i n e s s  A d m i n i s t r a t i o n  
(SBA) l o a n  a p p l i c a n t s .  Demograph ic  and a t t i t u d i n a l  
c h a r a c t e r i s t i c s  w e r e  g a t h e r e d  and a n a l y z e d  in  an a t t e m p t  
t o  b e t t e r  d e f i n e  p r o s p e c t i v e  s u c c e s s f u l  e n t r e p r e n e u r s .
The r e s u l t s  of  t h i s  s t u d y  p r o v i d e  t h e  t h e o r e t i c a l  g r o u n d ­
work f o r  f u t u r e  r e s e a r c h  in a  more  s t r u c t u r e d  SBA 
e n v i r o n m e n t .
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Al t hough  t h e  c r u x  of  r e p o r t i n g  in t h e  p o p u l a r  f i n a n ­
c i a l  p r e s s  c e n t e r s  on t h e  l a r g e s t  compani es  in  t h e  U n i t e d  
S t a t e s ,  such as  t h e  F o r t u n e  500,  t h e  s ma l l  b u s i n e s s  s e c t o r  
c o n s t i t u t e s  t h e  v a s t  m a j o r i t y  o f  t h e  f i r m s  i n  t h i s  c o u n t r y .  
In 1983,  t h e  S t a t i s t i c s  o f  Income,  p u b l i s h e d  by t h e  I n t e r ­
n a l  Revenue S e r v i c e ,  c i t e d  1 5 . 2  m i l l i o n  t a x  r e t u r n s  f i l e d  
by nonfa rm e n t i t i e s .  Of t h e s e ,  a b o u t  3 m i l l i o n  were  
c o r p o r a t i o n s ,  1 . 5  m i l l i o n  w er e  p a r t n e r s h i p s  and 10 . 7  
m i l l i o n  were  no nf a rm s o l e  p r o p r i e t o r s h i p s  ( L i e b t a g ,  1987) .
I mpor t ance  of  Smal l  B u s i n e s s
Smal l  B u s i n e s s  A d m i n i s t r a t i o n  (SBA) s t a t i s t i c s  show 
t h a t  f i r m s  w i t h  f ewer  t h a n  100 employees  r e p r e s e n t  99.5% 
of  a l l  f i r m s .  T h i s  g r oup  r e p r e s e n t s  *fl% of  a l l  w o r k e r s ,  
33% of a l l  a s s e t s  and 26.7% of  t h e  g r o s s  n a t i o n a l  p r o d u c t  
of  t he  U n i t e d  S t a t e s  ( L i e b t a g ,  1~87) .
Given t h a t  t h e  goa l  of  mos t  e n t r e p r e n e u r s  i s  t o  
a c h i e v e  g r o w t h ,  i t  i s  somewhat  s o b e r i n g  t o  r e a l i z e  t h a t  
d e s p i t e  a l l  of  t h e  smal l  b u s i n e s s  a c t i v i t y  n o t e d  in  t he  
p a s t  few y e a r s ,  o n l y  a bo u t  15 p e r c e n t  o f  sma l l  b u s i n e s s e s  
a c t u a l l y  a c h i e v e  s u b s t a n t i a l  g rowth  ( C o l l i n s ,  1987) .  Th i s  
may be p a r t i a l l y  due t o  t h e  l i m i t e d  f i n a n c i n g  o p t i o n s  
a v a i l a b l e  t o  sma l l  b u s i n e s s .  Even t hough  t h e  a v a i l a b l e
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p o s t - t a x - r e f o r m  f i n a n c i n g  s o u r c e s  and t e c h n i q u e s  a r e  
v a r i e d ,  i n c l u d i n g  M a s t e r  L i m i t e d  P a r t n e r s h i p s ,  I n i t i a l  
P u b l i c  O f f e r i n g s ,  L e v e r a g e d  B u y - o u t s  and Employee S t o c k  
Owner sh ip  P l a n s ,  t h e  p r i m a r y  s o u r c e  o f  c a p i t a l  f o r  s ma l l  
b u s i n e s s  r e ma in s  l o c a l  or  r e g i o n a l  bank b o r r o w i n g ,  o f t e n  
i n  c o n j u n c t i o n  w i t h  an SBA l oa n  g u a r a n t e e .
C h a r a c t e r i s t i c s  o f  Smal l  B u s i n e s s
Al t h o u g h  t h e  i n d i v i d u a l  owners  of  sma l l  b u s i n e s s e s  
a r e  as  v a r i e d  as  t h e  s e r v i c e s  and p r o d u c t s  p r o v i d e d ,  
some g e n e r a l i z a t i o n s  a r e  e v i d e n t .  The Amer i can  I n s t i t u t e  
o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t ' s  (AICPA) sma l l  b u s i n e s s  
c o m m i t t e e ,  in t h e  s o o n - t o - b e  i s s u e d  N a t i o n a l  CPA C u r ­
r i c u l u m ,  A Pathway t o  E x c e l l e n c e , i d e n t i f i e d  some 
a t t r i b u t e s  g e n e r a l l y  common t o  e n t e r p r i s e s  c o n s i d e r e d  
t o  be " s m a l l  b u s i n e s s . "  Th e se  b u s i n e s s e s :  (1)  a r e
g e n e r a l l y  o wn e r - ma nag ed , ( 2 )  u s u a l l y  have  no more  t h a n  
one  or  two key d e c i s i o n - m a k e r s ,  (3 )  r e q u i r e  a b r o a d  
r a n g e  of  s e r v i c e s  and c o n s u l t a t i o n  f r om o u t s i d e  a d v i s o r s ,  
and (*t) a r e  u s u a l l y  p r i v a t e l y  owned ( C o l l i n s ,  1 98 7) .
A c c o r d i n g  t o  t h e  new Amer i can  E x p r e s s  Smal l  B u s i n e s s  
C l i m a t e  I n d e x ,  more  t h a n  h a l f  of  t h e  sma l l  b u s i n e s s  owners  
f i n d  l o n g - t e r m  p l a n n i n g  t o  be d i f f i c u l t ,  a g r e e i n g  t h a t  
t h e y  a r e  t oo  busy  on a d a y - t o - d a y  b a s i s  t o  p l a n  p r o p e r l y  
f o r  t h e i r  l o n g e r  t e r m  n e e d s .  F u l l y ,  ‘4-7% a g r e e d  t h a t  t h e r e
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i s  a need  t o  f i n d  a k n o w l e d g e a b l e  and o b j e c t i v e  s o u r c e  
o f  a d v i c e  f o r  l o n g - r a n g e  b u s i n e s s  p l a n n i n g  ( L i e b t a g ,
1 9 8 7 ) .
Most  s ma l l  b u s i n e s s e s  s u c c e e d  b e c a u s e  t h e  o wn er /  
ma na ge r s  p o s s e s s  s p e c i f i c  knowledge  or  s k i l l s .  These  
a t t r i b u t e s  may be m a n i f e s t e d  a s  s t r o n g  s a l e s  or  
m a r k e t i n g  s k i l l s ,  or  an a s t u t e  u n d e r s t a n d i n g  of  a 
p a r t i c u l a r  p r o d u c t .  Few s ma l l  b u s i n e s s  o w n e r s ,  h owe ve r ,  
f e e l  c o m f o r t a b l e  w i t h  t h e i r  a b i l i t y  a s  f i n a n c i a l  m a n ag e r s  
or  p l a n n e r s .  The Amer i can  E x p r e s s  Index  f u r t h e r  i n d i ­
c a t e s  t h a t  some 80% of  sma l l  b u s i n e s s  owners  a g r e e  t h a t  
t h e y  can  f a i r l y  a c c u r a t e l y  d e m o n s t r a t e  t h e i r  w o r t h  t o  a 
bank or  a f i n a n c i a l  i n s t i t u t i o n ,  y e t  o n l y  56% c l a i m  t o  
have  a  fo r ma l  b u s i n e s s  e v a l u a t i o n  t o  show wha t  t h e i r  
company may be w o r t h .  F u r t h e r m o r e ,  mos t  s m a l l  b u s i n e s s  
owners  a r e  c r i t i c a l  of  t h e i r  e f f e c t i v e n e s s  i n  knowing how 
t o  b e s t  l e v e r a g e  a s s e t s  t o  g e n e r a t e  c a s h .  Over  one h a l f  
f e l t  somewhat i n e f f e c t i v e  in  u n d e r s t a n d i n g  how t o  a p p l y  
o p e r a t i n g  l e v e r a g e  ( L i e b t a g ,  1 9 8 7 ) .
In g e n e r a l ,  t h e  m o s t  common management  p r o b l e m  t o  
sma l l  b u s i n e s s  owners  i s  a l a c k  of  u n d e r s t a n d i n g  of 
f i n a n c i a l  s t a t e m e n t s  and f i n a n c i a l  i n f o r m a t i o n  ( C o l l i n s ,  
1 9 8 7 ) .  Too o f t e n  t h e  owners  a r e  h e a v i l y  c a s h  o r i e n t e d  
and do n o t  have  t h e  fo r ma l  t r a i n i n g  t o  a d j u s t  t o  t h e  
i n f o r m a t i o n a l  c o n t e n t  o f  a c c r u a l  a c c o u n t i n g  m e t h o d s .
O f t e n ,  poor  or  i n a d e q u a t e  f i n a n c i a l  p l a n n i n g  and
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management ,  p l u s  a l a c k  of  r e s o u r c e s ,  a r e  t h e  c h i e f  
c a u s e s  of  smal l  b u s i n e s s  f a i l u r e s .  Even t hough  s ma l l  
b u s i n e s s  a c c o u n t s  f o r  a b o u t  90% of  t h e  n a t i o n ' s  emp lo y ­
ment  o p p o r t u n i t i e s ,  t h e s e  b u s i n e s s e s  f a i l  a t  an a l a r m i n g  
r a t e ,  e s p e c i a l l y  i n  t o d a y ' s  v o l a t i l e  economy.  T he re  i s  
a c o n s e n s u s  emer g i ng  t h a t  t h e  v i t a l i t y  o f  s m a l l e r  b u s i ­
n e s s e s  i s  a key t o  t h e  v i t a l i t y  of  t h e  economy.
T hus ,  i t  would  a p p e a r  t h a t  t h e  " r i s k y  b u s i n e s s "  
l a b e l  f o r  smal l  b u s i n e s s  in  t h e  U n i t e d  S t a t e s  i s  w a r ­
r a n t e d .  A g e n e r a l  l a c k  o f  u n d e r s t a n d i n g  o f  f i n a n c i a l  
s t a t e m e n t s ,  c o u p l e d  w i t h  an o p e r a t i n g  e n v i r o n m e n t  t h a t  
i s  c o n d u c i v e  t o  c o m p e t i t i v e  e n t r y ,  a l o n g  w i t h  an o f t e n  
n a r r o w  management  s cope  t e n d s  t o  make f i n a n c i a l  l e n d e r s  
u n e a s y .  Add t o  t h i s ,  t h e  c u r r e n t  t r e n d  t owar d  bank 
f a i l u r e s ,  and i t  i s  no t  s u r p r i s i n g  t h a t  f i n a n c i a l  
d e c i s i o n  maker s  a r e  somewhat  s k e p t i c a l  when mak i ng  l o a n s  
t o  sma l l  b u s i n e s s .  One me t hod  of  r e c t i f y i n g  t h i s  s i t u a ­
t i o n  i s  t o  s e e k  t h e  p a r t i c i p a t i o n  o f  The Smal l  B u s i n e s s  
A d m i n i s t r a t i o n  (SBA).  The SBA p r o v i d e s  g u a r a n t e e s  t o  
f i n a n c i a l  i n s t i t u t i o n s  i n  an e f f o r t  t o  r e d u c e  t h e  r i s k  
i n h e r e n t  in  smal l  b u s i n e s s  l e n d i n g .
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The Ro l e  o f  t h e  Smal l  B u s i n e s s  A d m i n i s t r a t i o n
The SBA, wh i c h  was f ounde d  i n  1953,  i s  c u r r e n t l y  
under  c o n s i d e r a b l e  f i r e  f r om members of  C o n g r e s s  and t he  
b u s i n e s s  communi ty .  A l t h o u g h  t h e  ag en c y  can c o un t  a 
number of  s u c c e s s e s ,  ( e . g . ,  i t  h e l p e d  f u n n e l  $41 b i l l i o n  
in  f e d e r a l  gove rnment  c o n t r a c t s  i n t o  sma l l  b u s i n e s s  in 
1981 a l o n e ) ,  a number of  g l a r i n g  f a i l u r e s  a r e  a l s o  
ev i  d e n t .
The d i r e c t  l o a n  p r o g r am ,  i n  whi ch  t h e  SBA l e nds  i t s  
own funds  t o  d i s a d v a n t a g e d  b u s i n e s s e s ,  has  e x p e r i e n c e d  a 
d e f a u l t  r a t e  of  a l m o s t  38%, and t h e  agency  f a c e s  l o s s e s  
of  more  t h a n  $50 m i l l i o n  on l o a n s  made t h r o u g h  1978.
These  f i g u r e s  do no t  i n c l u d e  l o s s e s  wh i ch  u n d o u b t e d l y  
w i l l  m a t e r i a l i z e  as  a r e s u l t  of  t h e  s o f t  economy which 
has  p e r s i s t e d  t h r o u g h o u t  t h e  1 9 8 0 ' s  ( T h o ry n ,  1982) .
Th i s  t r e n d  i s  l i k e l y  t o  c o n t i n u e .  For  t h e  f i v e  year  
p e r i o d  e n d i n g  December  31,  1987,  t h e  U n i t e d  S t a t e s '  
economy had been  s t e a d i l y  e x p a n d i n g .  D e s p i t e  t h i s  f a c t ,  
b u s i n e s s  f a i l u r e s  and b a n k r u p t c i e s  have  been  i n c r e a s i n g  
o ve r  t h i s  e n t i r e  c y c l e .  B u s i n e s s  f a i l u r e s  we r e  up 
s i g n i f i c a n t l y  i n  a g r i c u l t u r a l  a r e a s  and i n  some s e r v i c e  
s e c t o r s ,  i n c r e a s i n g  a p p r o x i m a t e l y  7% pe r  y e a r .  These  
f a i l u r e s  can  be a t t r i b u t e d  t o  a v a r i e t y  of  f a c t o r s ,
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i n c l u d i n g  t e c h n o l o g i c a l  a d v a n c e s  and d emogr aph i c  s h i f t s .
The d e f a u l t  r a t e  on SBA l o a n s  and l oa n  g u a r a n t e e s  p a r a l ­
l e l s  t h i s  t r e n d  i n c r e a s i n g  a t  a p p r o x i m a t e l y  9% per  y e a r .
( U n i t e d  S t a t e s  Gove r nmen t ,  Smal l  B u s i n e s s  R e p o r t ,  1988) .
T he re  i s  no r e a s o n  t o  b e l i e v e  t h a t  t h i s  t r e n d  w i l l  
r e v e r s e .  The p a t t e r n  of  b u s i n e s s  f a i l u r e s  and b a n k r u p t ­
c i e s  c o r r e l a t e s  s t r o n g l y  w i t h  t h e  number of  b u s i n e s s  
s t a r t u p s .  B e c a u s e  t h e  b u s i n e s s  f a i l u r e  r a t e  i s  h i g h e s t  
w i t h i n  t h e  f i r s t  t h r e e  y e a r s  of  e x i s t e n c e ,  an i n c r e a s e  
i n  t h e  number of  b u s i n e s s  s t a r t u p s  i m p l i e s  an i n c r e a s e  
i n  t h e  number of  b u s i n e s s  f a i l u r e s .  B u s i n e s s  s t a r t u p s  
have been  i n c r e a s i n g  due t o  t h e  lower  i n t e r e s t  r a t e s  
p r e v a i l i n g  d u r i n g  t h e  l a t t e r  p a r t  of  t h e  1 9 8 0 ' s .  As a 
r e s u l t ,  one would  e x p e c t  t h e  f a i l u r e  r a t e  on SBA l o a ns  
and l oan  g u a r a n t e e s  t o  c o n t i n u e  t o  r i s e  w e l l  i n t o  t h e  
e a r l y  1 9 9 0 ' s .  ( U n i t e d  S t a t e s  Go ve r nmen t ,  Smal l  B u s i n e s s  
R e p o r t , 198 8 ) .
A no t he r  c o n t r o v e r s y ,  o v e r  t h e  8A government  p r o c u r e ­
ment  s e t - a s i d e  p ro gr am f o r  m i n o r i t y  c o n t r a c t o r s ,  c o n t i n u e s  
t o  sirrmer as  w e l l .  Th i s  p ro gr am p r o v i d e s  s t a r t u p  a s s i s ­
t a n c e  t o  new government  c o n t r a c t o r s  by p r o v i d i n g  low 
i n t e r e s t  l o a n s  and management  c o n s u l t i n g .  A f t e r  a p e r i o d  
of  t i m e ,  t h e  a genc y  e x p e c t e d  t h e s e  compan i es  t o  " g r a d u a t e "  
i n t o  t h e  r e a l  economy and no l o n g e r  need t h e  government
s u p p o r t .  The p ro g r am has  2 , 0 0 0  f i r m s  on i t s  r o l l s ,  and in
14 y e a r s  o n l y  a b o u t  170 have  " g r a d u a t e d "  ( C o l l ,  1985) .
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T h u s ,  one mus t  assume t h a t  a l t h o u g h  t h e  m i s s i o n  of  
t h e  SBA, whi ch  i s  t o  p r o v i d e  a l i a i s o n  be tween  t h e  p r o ­
s p e c t i v e  e n t r e p r e n e u r  and t h e  f i n a n c i n g  communi ty ,  i s  a 
n o b l e  o n e ,  t h e  i m p l e m e n t a t i o n  o f  t h a t  m i s s i o n  may be 
r e a d y  f o r  an o v e r h a u l .  As t h e  n a t i o n a l  economy c o n ­
t i n u e s  t o  change  f rom a m a n u f a c t u r i n g  b a s e  t owa rd  a 
s e r v i c e  o r i e n t a t i o n ,  t h e  i m p o r t a n c e  of  sma l l  b u s i n e s s  
w i l l  c o n t i n u e  t o  grow.  The c o n t i n u e d  h i g h  f a i l u r e  r a t e  
of  smal l  b u s i n e s s e s ,  h owe ve r ,  c o u l d  r e s u l t  in an even  
s o f t e r  f i n a n c i a l  m a r k e t  f o r  s m a l l  b u s i n e s s  s e c t o r  l o a n s ,  
t h u s  u n d e r s c o r i n g  t h e  need  f o r  i n c r e a s e d  SBA g u a r a n t e e s .
The p u r p o s e  o f  t h i s  r e s e a r c h  was t o  p r o v i d e  a t h e o r y  o f  
t r a i n i n g  i n t e r v e n t i o n s  wh i ch  c o u l d  u l t i m a t e l y  r e d u c e  SBA 
g u a r a n t e e d  l oan  d e f a u l t s .
The SBA Env i ronment
H i s t o r i c a l l y ,  t h e  SBA has  r e q u i r e d  p r o s p e c t i v e  b o r ­
rowers  t o  s u bmi t  t o  an i n d e p e n d e n t  a u d i t  by a l i c e n s e d  CPA. 
S i n c e  an a u d i t  f o c u s e s  on t h e  p r e s e n t a t i o n  of  f i n a n c i a l  
i n f o r m a t i o n  in  a c c o r d a n c e  w i t h  G e n e r a l l y  A c c e p t e d  A c c o u n t ­
i ng  P r i n c i p l e s ,  t h i s  s t u d y  was c o n c e r n e d  w i t h  f i n a n c i a l  
a c c o u n t i n g  s t a t e m e n t s  as  o p po s ed  t o  t a x  b a s e d ,  c o s t  b a s e d  
or  c as h  b a s e d  a c c o u n t i n g  s t a t e m e n t s .  F u r t h e r m o r e ,  t h i s  
s t u d y  f o c u s e d  o n l y  on t h o s e  r i s k s  a p p a r e n t  in  t h e  f i n a n ­
c i a l  s t a t e m e n t s .  Such r i s k s  i n c l u d e  t h e  d e g r e e  of
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o p e r a t i n g  l e v e r a g e  and t h e  d e g r e e  o f  f i n a n c i a l  l e v e r a g e  
employed by a b u s i n e s s ,  a s  w e l l  a s  t h e  n a t u r e  o f  f u t u r e  
c a s h  f l o w s .
The p u r p o s e  o f  t h e  r e s e a r c h  s t u d y  was t o  e s t a b l i s h  
t h e  t h e o r e t i c a l  b a s i s  f o r  u t i l i z i n g  a t r a i n i n g  p r og r am 
f o r  p r o s p e c t i v e  r e c i p i e n t s  of  SBA l o a n s .  The e x p e r i m e n t  
c e n t e r e d  on f i n a n c i a l  s t a t e m e n t s  i n  an e f f o r t  t o  d e t e r ­
mi n e  t h e  e f f e c t s  of  a c a s e  s t u d y  t r a i n i n g  i n t e r v e n t i o n  
t o  improve r i s k  i d e n t i f i c a t i o n .  I n d i v i d u a l  d i f f e r e n c e  
v a r i a b l e s  were  g a t h e r e d  i n  an a t t e m p t  t o  i d e n t i f y  any 
s i g n i f i c a n t  r e l a t i o n s h i p s  b e t we e n  s u b j e c t  d i f f e r e n c e s  
and t h e i r  r e s p o n s e  a c c u r a c y  t o  t h e  c a s e  q u e r i e s .
The SBA i n v o l v e m e n t  i n  l o a n  s i t u a t i o n s  was used  
as  a b a c k d r o p  f o r  t h i s  s t u d y  f o r  two r e a s o n s .  F i r s t ,  
t h e  s t r u c t u r e  of  SBA l e n d i n g  p r o v i d e s  a c o n t r o l  e l e m e n t  
n o t  a v a i l a b l e  in  t h e  t y p i c a l  f i n a n c i a l  m a r k e t s .  For  
e x a m p l e ,  t h e  r u l e s  s e t  down by t h e  SBA a p p l y  t o  a l l  
p o t e n t i a l  b o r r o w e r s .  T h u s ,  i t  wou ld  be p o s s i b l e  t o  
e x p e c t  t h e  SBA t o  u l t i m a t e l y  r e q u i r e  a s h o r t  t r a i n i n g  
s e s s i o n  as  a c o n d i t i o n  t o  l o a n  g u a r a n t e e  a c c e p t a n c e .
I t  i s  d o u b t f u l ,  h o w ev e r ,  t h a t  conmnercial  l e n d i n g  
i n s t i t u t i o n s  would  e v e r  a d o p t  t h i s  p h i l o s o p h y  on a wide  
s c a l e .  Second ,  t h e  c u r r e n t  p r e s s  i n d i c a t e s  t h a t  SBA 
l o a n  d e f a u l t s  a r e  a s e r i o u s  p r o b l e m .  ( C o l l i n s ,  1986;  
Brown,  1988;  "Smal l  B u s i n e s s  I n d e x , "  19 88 ) .  T h us ,  t h e  
r e s u l t s  of  t h e  t h e o r y  d e v e l o p m e n t  u n d e r t a k e n  by t h i s
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r e s e a r c h  s t u d y  c o u l d  w e l l  p r o v i d e  t h e  impe t us  f o r  
f u r t h e r  t i m e  s e r i e s  s t u d i e s  i n  a t r u e  SBA l e n d i n g  
s i t u a t i o n .
C o n t r a s t s  w i t h  P r i o r  R e s e a r c h
A number of  d i s c r i m i n a n t  a n a l y s i s  m o d e l s  have  been 
d e v e l o p e d  whi ch  use  f i n a n c i a l  s t a t e m e n t  d a t a  t o  p r e d i c t
b u s i n e s s  f a i l u r e s ,  o f t e n  i n  t h e  b a n k i n g  i n d u s t r y  ( Al t man ,  
e t  a l . ,  1977 & O hl s on ,  1 9 8 0 ) .  These  s t u d i e s ,  however ,  
have  u s ed  a f i n a n c i a l  i n s t i t u t i o n  p o i n t  of  v i e w .  In 
o t h e r  w o r d s ,  t h e  p u r p o s e  of  t h e s e  s t u d i e s  was t o  a l l o w  
a f i n a n c i a l  i n s t i M t i o n  t o  a p p l y  a m a t h e m a t i c a l  model  
t o  f i n a n c i a l  d a t a  in  an a t t e m p t  t o  i d e n t i f y  c l i e n t s  who 
wer e  i n  d a ng e r  of  b a n k r u p t c y .  In g e n e r a l ,  banks  w i s h  t o  
m i n i m i z e  l o s s e s  t o  s t o c k h o l d e r s ,  t h u s ,  t h e  i d e n t i f i c a t i o n  
of  e x p e c t e d  f a i l u r e s  a l l o w s  t h e  bank t o  e i t h e r  r e s t r u c t u r e  
e x i s t i n g  l o a n s  or  r e f u s e  t o  make a p r o s p e c t i v e  l o a n .
T h i s  m e t h od o l o g y  was l a t e r  e x t e n d e d  t o  i n c l u d e  m u l t i ­
d i s c r i m i n a n t  a n a l y s i s  and l o g i t  mode l s  and was a p p l i e d  t o  
d i f f e r e n t  t y p e s  of b u s i n e s s e s  i n  an e f f o r t  t o  p r e d i c t  
s u c c e s s  or  f a i l u r e  (Gambola & K e t z ,  1983;  Casey  & B a r t c z a k ,  
1984;  G e n t r y ,  Newbold & W h i t f o r d ,  1985) .
The p o i n t  of  v i ew of  t h i s  r e s e a r c h  i s  d i f f e r e n t  f rom 
t h e s e  s t u d i e s .  In t h i s  e x p e r i m e n t ,  t h e  t r a i n i n g  i n t e r v e n ­
t i o n  i s  a p p l i e d  t o  t h e  p r o s p e c t i v e  b o r r o w e r s  r a t h e r  t h a n
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t h e  l e n d e r s .  The j u s t i f i c a t i o n  f o r  t h i s  a p p r o a c h  l i e s  
i n  t h e  d i f f e r i n g  p e r s p e c t i v e s  of  t h e  b a n k i n g  i n d u s t r y  
and t h e  SBA. A m a j o r  r e a s o n  f o r  t h e  e x i s t e n c e  of  t h e  
b a n k i n g  s y s t e m  i s  t o  max imize  e a r n i n g s  f o r  s t o c k h o l d e r s .  
The m i s s i o n  of  t h e  SBA, however ,  i s  t o  p r o v i d e  a  p u b l i c  
s e r v i c e .  The f o c u s  of  t h i s  s e r v i c e  i n v o l v e s  a i d i n g  t h e  
c a p i t a l  f o r m a t i o n  a n d / o r  e x p a n s i o n  f o r  c u r r e n t  and 
p r o s p e c t i v e  e n t r e p r e n e u r s .  Thus ,  t h e  m i s s i o n  o f  t h e  
a gen cy  i s  b e t t e r  s e r v e d  by p r o v i d i n g  a s s i s t a n c e  t o  t h e  
b o r r o w e r s  i n  an a t t e m p t  t o  h e l p  them a v o i d  f i n a n c i a l  
d i s a s t e r  r a t h e r  t h a n  t h e  i d e n t i f i c a t i o n  o f  f i r m s  wh i c h  
a r e  a l r e a d y  i n  a f i n a n c i a l l y  d i s t r e s s e d  p o s i t i o n .
Methodo l ogy
The R e s e a r c h  Q u e s t i o n s
A c a s e  s t u d y  a p p ro a ch  was u t i l i z e d  as  an i n t e r v e n ­
t i o n  i n  an a t t e m p t  t o  m e a s u r e  t h e  e f f e c t s  of  t r a i n i n g  on 
t h e  a b i l i t y  o f  s u b j e c t s  t o  r e c o g n i z e  f i n a n c i a l  s t a t e m e n t  
r i s k .  An u n t r e a t e d  c o n t r o l  g r oup  d e s i g n  w i t h  p r e t e s t  
and p o s t t e s t  a l l o w e d  c o mp ar i so n  be tween  t h e  outcome 
s c o r e s  of  t h e  e x p e r i m e n t a l  and c o n t r o l  g r o u p s .  The 
d e s i g n  i s  i l l u s t r a t e d  i n  C h a p t e r  t h r e e ,  F i g u r e  1.  The 
p r i m a r y  t h e o r y  dev e l o p men t  h y p o t h e s i s  o f  i n t e r e s t  i s :
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
13
His The e x p e r i m e n t a l  g roup  
which r e c e i v e s  t h e  t r a i n i n g  
i n t e r v e n t i o n  w i l l  be more a b l e  
t o  r e c o g n i z e  f i n a n c i a l  s t a t e m e n t  
r i s k  t h a n  w i l l  t h e  c o n t r o l  g roup  
which  r e c e i v e s  no t r a i n i n g .
The s t r e n g t h  of  t h i s  h y p o t h e s i s  as  a  t h e o r y  b u i l d ­
ing  t o o l  l i e s  i n  t h e  l o g i c a l  e x t e n s i o n  o f  t h e  e x p e r i ­
m e n t a l  s t u d y  t o  a  job  a p p l i c a t i o n  e n v i r o n m e n t .  The 
t r a n s f e r  of  t r a i n i n g  i s s u e s  whi ch  a r e  i m p l i e d  by t h i s  
h y p o t h e s i s  w i l l  be d i s c u s s e d  in  c h a p t e r  two.  The t h e o r y  
d ev e l op m en t  i s s u e  i s  enhanced  by s t u d i e s  p e r f o r m e d  in 
i n d u s t r i a l  p s y c h o l o g y .  A l t h o u g h  t r a i n i n g  has  been used  
in  many b u s i n e s s  s i t u a t i o n s ,  o n l y  r e c e n t l y  has  t r a i n i n g  
been t r e a t e d  as  an i n t e r v e n t i o n  f o r  c o n t r o l  of  a p a r t i ­
c u l a r  e v e n t ,  such as  a c c i d e n t s  ( S p e t t e l l  and L i e b e r t ,
1986) .  Th i s  a p p r o a c h  has  no t  been  a p p l i e d  in an 
a c c o u n t i n g  e n v i r o n m e n t .
An e x t e n s i o n  o f  t h e  p r i m a r y  r e s e a r c h  q u e s t i o n  i n ­
v o l v e s  t h e  c o n s t r u c t  of  i n d i v i d u a l  d i f f e r e n c e s .  Th i s  
a r e a  of  s t u d y  s u g g e s t s  t h a t  a number of human t r a i t s ,  
b o th  demo gr a ph ic  and a t t i t u d i n a l ,  can s e r v e  as  p r e d i c t o r s  
o f  s u c c e s s  in  a v a r i e t y  o f  t a s k s .  To a p p l y  t h e  i n d i v i d u a l  
d i f f e r e n c e s  i d e a  t o  t h e  p r o p o s e d  r e s e a r c h  s t u d y  p r o v i d e s  
some i n t e r e s t i n g  i n s i g h t s  i n t o  t h e  p r e d i c t i o n  o f  s u c c e s s  
or  f a i l u r e ,  b o th  in  t h e  t r a i n i n g  e n v i r o n m e n t  and in an 
o n - t h e - j o b  s e t t i n g .
To implement  t h i s  s e c t i o n  of  t h e  s t u d y  a s u r v e y  
i n s t r u m e n t  was u s ed  which  g a t h e r e d  b o t h  demo g ra ph ic  and
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a t t i t u d i n a l  i n f o r m a t i o n .  The r e s u l t s  of  t h e  s u r v e y  
i n s t r u m e n t  p r o v i d e d  v a r i a b l e s  which  w er e  u s e d  i n  a 
r e g r e s s i o n  e q u a t i o n  in  an e f f o r t  t o  p r e d i c t  t r a i n i n g  
s u c c e s s .  The h y p o t h e s e s  wh i ch  r e s u l t e d  f rom t h i s  p a r t  
o f  t h e  e x p e r i m e n t  i n c l u d e :
H 2: The p r i o r  management  e x p e r i e n c e
of  t h e  s u b j e c t  w i l l  a f f e c t  t h e  r e s u l t s  
o f  t he  t r a i n i n g  i n t e r v e n t i o n ,  i . e . ,  
e x p e r i e n c e  w i l l  be p o s i t i v e l y  c o r r e l a t e d  
w i t h  outcome s c o r e s .
H3: The income l e v e l  o f  t h e  s u b j e c t
w i l l  a f f e c t  t h e  r e s u l t s  of  t h e  t r a i n i n g  
i n t e r v e n t i o n ,  i . e . ,  income w i l l  be 
p o s i t i v e l y  c o r r e l a t e d  w i t h  ou t come  s c o r e s .
H4: I n d i v i d u a l  a t t i t u d i n a l  d i f f e r e n c e s
w i l l  s e r v e  t o  p r e d i c t  s u c c e s s  i n  t h e  
t r a i n i n g  s e s s i o n .
T hu s ,  t h e  p u r p o s e  o f  t h e  s t u d y  was t w o - f o l d .  
I n i t i a l l y ,  t h e  s t u d y  a t t e m p t e d  t o  d e v e l o p  a t h e o r y  which  
s u g g e s t s  t h a t  a t r a i n i n g  i n t e r v e n t i o n  can  be u s e d  f o r  
c o n t r o l  of  a p a r t i c u l a r  e v e n t ,  l oan  d e f a u l t s ,  i n  an 
a c c o u n t i n g  c o n t e x t .  S e c o n d l y ,  t h e  s t u d y  s u g g e s t e d  t h a t  
i n d i v i d u a l  d i f f e r e n c e  v a r i a b l e s  can be e x t r a c t e d  f r om 
p o t e n t i a l  b o r r o w e r s  which  may h e l p  t o  p r e d i c t  t h e i r  
s u c c e s s  i n  i d e n t i f y i n g  f i n a n c i a l  s t a t e m e n t  r i s k .  T h i s  
r i s k  i d e n t i f i c a t i o n  can t h e n  be assumed t o  t r a n s f e r  t o  
t h e  j ob  s e t t i n g  r e s u l t i n g  in b e t t e r  a w a r e n e s s  of  t h e  
r i s k  p o s i t i o n  of  t h e  b o r r o w e r ' s  company.  The improved  
u n d e r s t a n d i n g  g a i n e d  s h o u l d  u l t i m a t e l y  h e l p  t o  r e c t i f y  
some of  t h e  loan  d e f a u l t  p r o b le ms  a s s o c i a t e d  w i t h  s ma l l
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b u s i n e s s  b o r r o w i n g .
The R e s e a r c h  Des i gn
To implement  t h e  e x p e r i m e n t ,  a p r e t e s t - p o s t t e s t  
e x p e r i m e n t a l  d e s i g n  was u t i l i z e d  (See  C h a p t e r  t h r e e ,  
F i g u r e  1 ) .  T h i s  d e s i g n  i s  g e n e r a l l y  q u i t e  i n t e r p r e t a b l e  
and c o n t r o l s  f o r  mos t  t h r e a t s  t o  i n t e r n a l  v a l i d i t y  (Cook 
& C a m p b e l l ,  1979 ) .  The p r e t e s t - p o s t t e s t  mechan i sm 
a l l o w e d  t h e  e x p e r i m e n t e r  t o  m e a s u r e  t h e  d i f f e r e n c e  i n  
p e r f o r m a n c e  be tween  t h e  two r andoml y  a s s i g n e d  g r o u p s .
In t h i s  e x p e r i m e n t ,  p e r f o r m a n c e  i s  me a s u r e d  by s c o r e s  
on a  t e n - i t e m  t e s t .  The t e s t  i n v o l v e d  f i n a n c i a l  s t a t e ­
ment  r i s k  i d e n t i f i c a t i o n .
The R e s e a r c h  S u b j e c t s
S u b j e c t s  of  t h e  e x p e r i m e n t  w er e  members of  t he  
L o u i s i a n a  A s s o c i a t i o n  o f  B u s i n e s s  and I n d u s t r y  (LABI) 
and c l i e n t s  of  t he  C a p i t a l  Smal l  B u s i n e s s  Development  
C e n t e r .  Use of t h e s e  s u b j e c t s  e n han c ed  t h e  e x t e r n a l  
v a l i d i t y  of  t h e  s t u d y  s i n c e  t h e y  a r e  a c t i v e  b u s i n e s s m e n .  
A l t h o u g h  random s e l e c t i o n  was n o t  p o s s i b l e  i n  t h e  e x p e r i  
m e n t a l  e n v i r o n m e n t  u s e d ,  t h e  f a c t  t h a t  t h e  p a r t i c i p a n t s  
w e r e  a c t u a l  b u s i n e s s  p e o p l e ,  a l l o w e d  g r e a t e r  g e n e r a l i z a b  
l i t y  t h a n  i s  o f t e n  t r u e  o f  m o s t  b e h a v i o r a l  e x p e r i m e n t s
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i n  a c c o u n t i n g .
The E x p e r i m e n t a l  I n t e r v e n t i o n
The c a s e  s t u d y  me thod  o f  t r a i n i n g  was u s ed  as  t h e  
t r a i n i n g  i n t e r v e n t i o n .  R e l a t i v e  m e r i t s  of  t h e  c a s e  s t u d y  
as  opposed t o  o t h e r  me th o d s  o f  e d u c a t i o n  a r e  d i s c u s s e d  
in  c h a p t e r  two.  The p r e t e s t  c a s e  i n c l u d e d  f i n a n c i a l  
s t a t e m e n t s  of  two c o m p a n i e s .  These  compan i es  had d i f ­
f e r e n t  f i n a n c i a l  s t r u c t u r e s .  The Smi th  Company was 
s t r u c t u r e d  in  such  a way as  t o  m i n i m i z e  r i s k .  The J ones  
Company,  however ,  u t i l i z e d  a h i g h  d e g r e e  of  o p e r a t i n g  
and f i n a n c i a l  l e v e r a g e  t h u s  i n d i c a t i n g  a h i g h e r  l e v e l  of  
r i s k .  Al l  s u b j e c t s  we r e  a s k e d  t e n  q u e s t i o n s  c o n c e r n i n g  
t h e s e  f i n a n c i a l  s t a t e m e n t s  ( s e e  a p p e n d i x  A) .  The number 
of  c o r r e c t  r e s p o n s e s  t o  t h e  q u e s t i o n s  was t h e i r  p r e t e s t  
s c o r e .  Thus ,  h i g h  p r e t e s t  s c o r e s  i n d i c a t e d  a p r i o r  
u n d e r s t a n d i n g  of  f i n a n c i a l  s t a t e m e n t s .
A s i m i l a r  t e s t  was a d m i n i s t r a t e d  t o  t h e  e x p e r i m e n ­
t a l  group  a f t e r  t h e  f i n a n c i a l  s t a t e m e n t  t r a i n i n g  i n t e r ­
v e n t i o n .  T h i s  s econd  a d m i n i s t r a t i o n  p r o v i d e d  t h e  p o s t t e s t  
s c o r e s .  The p o s t t e s t  was a d m i n i s t e r e d  t o  t h e  c o n t r o l  
g r oup  a f t e r  t h e y  had r e c e i v e d  t h e i r  t a x  p l a c e b o  t r e a t m e n t ,  
b u t  b e f o r e  t h e y  had r e c e i v e d  t h e  f i n a n c i a l  s t a t e m e n t  
t r a i n i n g  i n f o r m a t i o n .  As a r e s u l t ,  t h e  i n c r e a s e  i n  t h e  
e x p e r i m e n t a l  g r o u p ' s  s c o r e s  can  be a t t r i b u t e d  t o  t h e
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t r a i n i n g  i n t e r v e n t i o n ,  w h i l e  any i n c r e a s e s  in  t h e  c o n t r o l  
g r oup  s c o r e s  was a r e s u l t  o f  t e s t i n g  i n f l u e n c e s .
I n d i v i d u a l  d i f f e r e n c e  i n f o r m a t i o n  was g a t h e r e d  f rom 
t h e  s u b j e c t s  d u r i n g  t h e  p r e t e s t i n g  p h a s e .  Th i s  i n f o r m a ­
t i o n  c o n c e r n e d  management  e x p e r i e n c e ,  a g e ,  r a c e ,  income 
l e v e l ,  and c e r t a i n  a t t i t u d i n a l  v a r i a b l e s .
The i n f o r m a t i o n  g a t h e r e d  was u s e d  t o  t e s t  i f  t h e s e  v a r i ­
a b l e s  a f f e c t e d  t h e  u n d e r s t a n d i n g  of  f i n a n c i a l  s t a t e m e n t  
r i s k .
The S t a t i s t i c a l  A n a l y s i s
The f i r s t  s t e p  i n  a n a l y z i n g  t h e  d a t a  was t o  t e s t  f o r  
n o r m a l i t y .  The D u r b i n - Wa t s o n  t e s t  was u sed  on b o th  t h e  
p r e t e s t  and p o s t t e s t  s c o r e s .  The d a t a  was found t o  be 
n o n - n o r m a l .  As d i s c u s s e d  in  c h a p t e r  f o u r ,  s e v e r a l  
t r a n s f o r m a t i o n s  w er e  a t t e m p t e d ,  b u t  t h e  d a t a  r ema i ned  
n o n - n o r m a l .
The p r e f e r r e d  method  t o  a n a l y z e  t h e  d a t a  f r om a 
p r e t e s t - p o s t t e s t  d e s i g n  i s  s i n g l e  f a c t o r  a n a l y s i s  of 
v a r i a n c e  p r o c e d u r e  (ANOVA) (Cook & C a m p b e l l ,  1979) .  
Because  ANOVA i s  r e l a t i v e l y  r o b u s t  a g a i n s t  n o n - n o r m a l i t y ,  
t h i s  me thod  was o r i g i n a l l y  u t i l i z e d .  ANOVA c a n ,  however  
be b i a s e d  when s e l e c t i o n  d i f f e r e n c e s  a r e  p r e s e n t .  Thus ,  
a two s t e p  p r o c e s s  was u t i l i z e d .  ANOVA was a p p l i e d  f i r s t  
t o  t h e  p r e t e s t  s c o r e s  in an a t t e m p t  t o  r u l e  o u t  s e l e c t i o n
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b i a s  and t h e n  t o  t h e  p o s t t e s t  s c o r e s  t o  m e a s u r e  f o r  
s i g n i f i c a n t  t r e a t m e n t  e f f e c t .
The o r i g i n a l  p - v a l u e s  i n d i c a t e d  a s t r o n g  p o s t t e s t  
d i f f e r e n c e  be tween  g r o up s  b u t  t h e  p - v a l u e s  a s s o c i a t e d  
w i t h  t h e  p r e t e s t  s c o r e s  w e r e  b o r d e r l i n e  and t h u s  d i f f i ­
c u l t  t o  i n t e r p r e t .  T h i s  i n d i c a t e d  t h a t  t h e r e  m i g h t  be 
s e l e c t i o n  b i a s  w i t h i n  t h e  p r e t e s t .  To i n v e s t i g a t e  t h i s  
p o s s i b i l i t y  f u r t h e r ,  t h e W i l c o x o n  n o n p a r a m e t r i c  t e s t  
was u sed  b e c a u s e  t h i s  me t hod  does  n o t  r e q u i r e  t h a t  t h e  
d a t a  be n o r m a l l y  d i s t r i b u t e d .
The r e s u l t s  of  t h e  Wi lcoxon  t e s t  c o n f i r m e d  t h e  
o r i g i n a l  ANOVA r e s u l t s .  The p - v a l u e s  f o r  t h e  p o s t t e s t  
i n d i c a t e d  a  s t r o n g  d i f f e r e n c e  b e t ween  g r o u p s ,  b u t  t h e  
p - v a l u e s  a s s o c i a t e d  w i t h  t h e  p r e t e s t  s o c r e s  s t i l l  
i n d i c a t e d  t h a t  s e l e c t i o n  b i a s  m i g h t  be p r e s e n t .
To a c c o u n t  f o r  t h i s  p r o b l e m  a n a l y s i s  of  c o v a r i a n c e  
(ANOOVA) was u s e d .  The ANOOVA w i t h  a s i n g l e  c o v a r i a t e  
e x t e n d s  t h e  e l e m e n t a r y  ANOVA by i n c l u d i n g  t h e  p r e t e s t  
m e a s u r e  in  t h e  model  in t h e  fo r m of  a l i n e a r  r e g r e s s i o n .  
(Cook 3c C a m p b e l l ,  1 9 7 9 ) .  The p r e t e s t  s c o r e s  we r e  used  
a s  a c o v a r i a t e  t o  a d j u s t  f o r  i n i t i a l  d i f f e r e n c e s  be tween  
t h e  g r o u p s .  The r e s u l t i n g  t e s t  on t h e  p o s t t e s t  s c o r e s  
removes t h i s  o r i g i n a l  p r e t e s t  d i f f e r e n c e .  The r e s u l t s  
of  t h i s  t e s t  i n d i c a t e d  a  s t r o n g  t r e a t m e n t  e f f e c t .
The s e c o n d a r y  h y p o t h e s e s  we r e  a n a l y z e d  u s i n g  r e g r e s ­
s i o n .  P r e - v a l i d a t e d  q u e s t i o n n a i r e s  were  u se d  t o  g a t h e r
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t h e  a t t i t u d i n a l  i n f o r m a t i o n .  T h i s  i n f o r m a t i o n  was t h e n  
u sed  t o  form r e g r e s s i o n  v a r i a b l e s .  The g a i n  s c o r e s  o f  
t h e  e x p e r i m e n t a l  g r oup  were  c a l c u l a t e d  by s u b t r a c t i n g  
t h e  p r e t e s t  s c o r e  o f  e ach  s u b j e c t  f r om t h e i r  p o s t t e s t  
s c o r e .  These  g a i n  s c o r e s  w er e  u s e d  in c o m b i n a t i o n  w i t h  
t h e  a t t i t u d i n a l  v a r i a b l e s  in  an a t t e m p t  t o  d raw i n f e r ­
e n c e s  as  t o  wha t  p a r t i c u l a r  i n d i v i d u a l  c h a r a c t e r i s t i c s  
i n f l u e n c e  s u c c e s s  in  f i n a n c i a l  s t a t e m e n t  r i s k  r e c o g n i ­
t i o n .
The R e s e a r c h  S t udy  in  P e r s p e c t i v e
B u s i n e s s  r i s k  can  t a k e  s e v e r a l  f o r m s ,  i n c l u d i n g  
ma r k e t  r i s k ,  p e r s o n n e l  r i s k ,  o p e r a t i n g  l e v e r a g e ,  f i n a n ­
c i a l  l e v e r a g e ,  a s  w e l l  as  t h e  r i s k  i n h e r e n t  i n  any 
e nd ea v o r  which  i n v o l v e s  i n e x p e r i e n c e d  manag eme n t .  
A l t ho u gh  t h e s e  r i s k s  a r e  n o t  u n i q u e  t o  sma l l  b u s i n e s s ,  
t h e  l i m i t e d  r e s o u r c e s  o f  many f i r m s ,  and t h e  l a c k  of  
e s t a b l i s h e d  m a r k e t s  f o r  t h e i r  p r o d u c t s  make s ma l l  
b u s i n e s s ,  e s p e c i a l l y  newly formed s m a l l  b u s i n e s s ,  
p a r t i c u l a r l y  v u l n e r a b l e  t o  t h e  p e r i l s  of  t h e  b u s i n e s s  
w o r l d .  Add t o  t h i s  t h e  f a c t  t h a t  mos t  e n t r e p r e n e u r s  
a r e  n o t  c o m f o r t a b l e  w i t h  f i n a n c i a l  ma nagemen t ,  nor  do 
t h e y  have  a t h o r o u g h  u n d e r s t a n d i n g  o f  f i n a n c i a l  s t a t e ­
me n t s  and t h e  r i s k  a s s o c i a t e d  w i t h  s m a l l  b u s i n e s s  i s  
compounded.  A m a j o r  r e a s o n  s m a l l  b u s i n e s s  f a i l u r e s
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o c c u r  i s  b e c a u s e  t h e  i n t e r n a l  d e c i s i o n  ma ke r s  o f  t h e  
compan i es  i n v o l v e d  c a n n o t  i n t e r p r e t  t h e  i n f o r m a t i o n  
t h a t  i s  p r o v i d e d  f o r  them v i a  t h e i r  f i n a n c i a l  s t a t e ­
m e n t s  .
The r o l e  o f  a c c o u n t i n g  in  t h i s  e x p e r i m e n t  i s  t h u s  
u n d e r s c o r e d .  Should  t h e  r e s u l t s  of  t h i s  e x p e r i m e n t  
i n d i c a t e  t h a t  s m a l l  b u s i n e s s  o w n e r / m a na ge r s  do no t  
u n d e r s t a n d  t h e  r i s k  s i g n a l s  c o n t a i n e d  in  t h e i r  f i n a n c i a l  
s t a t e m e n t s ,  a d d i t i o n a l  r e s e a r c h  s h o u l d  be c o n d u c t e d  in 
an e f f o r t  t o  i d e n t i f y  a l t e r n a t i v e  p r e s e n t a t i o n s  of 
f i n a n c i a l  r e l a t i o n s h i p s  which  would  be more  u s e f u l  t o  
t h o s e  b u s i n e s s  e n t i t i e s  no t  r e q u i r e d  t o  r e p o r t  t o  t h e  
S e c u r i t i e s  and Exchange  Commi ss i on .  Shou l d  t h e  t r a i n i n g  
i n t e r v e n t i o n  p r o v e  s u c c e s s f u l ,  a d d i t i o n a l  r e s e a r c h  
s h o u l d  be c o n s i d e r e d  u s i n g  a t i m e  s e r i e s  a p p r o a c h  t o  
t e s t  t h e  e f f e c t i v e n e s s  of  t r a i n i n g  in a t r u e  l oa n  
env i  r o n m e n t .
The i n t e g r a t i o n  o f  t h e  SBA i n t o  t h i s  r e s e a r c h  
s c e n a r i o  s e r v e s  a d u a l  p u r p o s e .  F i r s t ,  t h e  g o a l  of  t h i s  
r e s e a r c h  i s  c o m p a t i b l e  w i t h  t h e  m i s s i o n  o f  t h e  a g e n c y ,  
w h i c h  i s  t o  u l t i m a t e l y  r e d u c e  l oan  d e f a u l t s  w h i l e  p r o ­
v i d i n g  a s s i s t a n c e  t o  new and e x i s t i n g  s m a l l  b u s i n e s s  
e n d e a v o r s .  F u r t h e r m o r e ,  t h e  SBA i s  o f t e n  t h e  o n l y  
s o u r c e  o f  ma j o r  f i n a n c i n g  a v a i l a b l e  t o  a sma l l  b u s i n e s s  
o wne r ,  t h u s ,  mos t  r e q u i r e m e n t s  t h a t  t h e  a ge nc y  imposes  
w i l l  be a c c e p t e d  by t h e  a p p l i c a n t  t o  a s s u r e  a s u c c e s s f u l  
l oan  p r o c e s s .
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To d a t e ,  mos t  of t h e  a t t e n t i o n  in  a c c o u n t i n g  f o r  
s m a l l e r  b u s i n e s s e s  has  r e v o l v e d  a r o u n d  e x t e r n a l  r e p o r t ­
i n g  i s s u e s .  U n f o r t u n a t e l y ,  t h e  i m p o r t a n c e  of  f i n a n c i a l  
management  and i n t e r n a l  c o n t r o l  of  f i n a n c i a l  r e s o u r c e s  
has  r e c e i v e d  s c a n t  a t t e n t i o n .
S i z e  i s  no t  t h e  s o l e  c r i t e r i o n  f o r  d e t e r m i n i n g  
wh i ch  b u s i n e s s e s  a r e  c o n s i d e r e d  t o  be " s m a l l  b u s i n e s s . "  
A more  e f f e c t i v e  f o c u s  may be t h e  l a c k  of  management  
p e r s o n n e l  in t h e s e  b u s i n e s s e s  as  oppos ed  t o  t h e  s i z e  
o f  an e n t i t y .  For e xa mp l e ,  a company w i t h  $100 m i l l i o n  
i n  s a l e s  c o u l d  be c o n s i d e r e d  sma l l  b u s i n e s s  i f  t h e  
management  s t y l e  u t i l i z e d  i n v o l v e d  o n l y  one or  two 
d e c i s i o n  m a k e r s .  As a  r e s u l t ,  t h e  f i n d i n g s  f rom t h i s  
r e s e a r c h  c o u l d  b e n e f i t  a  v a s t  number of  b u s i n e s s  
e n t i  t i e s .
P e r ha p s  t he  mos t  i m p o r t a n t  c h a r a c t e r i s t i c  o f  smal l  
b u s i n e s s  i s  t h a t  o f  u n d e r c a p i t a l i z a t i o n  ( C o l l i n s ,  1 9 8 7 ) .  
O f t e n  t h e  owner /manager  i s  i n v o l v e d  i n  a b u s i n e s s  v e n ­
t u r e  w i t h  a low c a p i t a l  b a r r i e r  t o  e n t r y .  For  e x a m p l e ,  
t h e  e n t r e p r e n e u r  o f t e n  has  s t a r t e d  t h e  b u s i n e s s  w i t h  
some e x c e s s  cash  or  a sma l l  p e r s o n a l  l o a n .  S i t u a t i o n s  
such  a s  t h i s  may l e a d  t o  a company w i t h  a  n a r r o w l y  
f o c u s e d  p r o d u c t .  The r e s u l t i n g  l a c k  of  d i v e r s i f i c a t i o n  
w i l l  u l t i m a t e l y  c o n t r i b u t e  t o  t h e  d e c l i n e  o f  t he  b u s i ­
n e s s  as  o t h e r  e n t r e p r e n e u r s  can e a s i l y  e n t e r  t h e  m a r k e t  
w i t h  a  s i m i l a r  i d e a  ( C o l l i n s ,  1987 ) .
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W i t h i n  t h e  same v e i n ,  i t  i s  n o t  s u r p r i s i n g  t h a t  
o v e r  s i x t y  p e r c e n t  o f  s m a l l  b u s i n e s s  owners  a r e  b o r ­
r o w e r s ,  i n c l u d i n g  40% who t o o k  o u t  new l o a n s  in  1986.
Of t h e  b o r r o w e r s ,  f o r t y  p e r c e n t  have  o u t s t a n d i n g  
l o a n s  o f  $100 ,0 0 0  or  more  t h a t  may combine  b o t h  p e r ­
s o n a l  and c o r p o r a t e  e x t e n s i o n s  of  c r e d i t  ( L i e b t a g ,
1987) .  S in c e  i n c r e a s e d  b o r r o w i n g  i n c r e a s e s  r i s k ,  i t  
i s  t oward  t h i s  g roup  t h a t  t h i s  r e s e a r c h  i s  d i r e c t e d .
To f u l l y  comprehend t h e  p o t e n t i a l  o f  t h e  e x p e r i ­
m e n t ,  one s h o u l d  be f a m i l i a r  w i t h  t h e  c u r r e n t  s i t u a ­
t i o n  c o n c e r n i n g  SBA t r a i n i n g  f o r  l o a n  a p p l i c a n t s .
S i n c e  i t s  i n c e p t i o n  in 1953,  t h e  SBA has  p r o v i d e d  
management  a s s i s t a n c e  a t  a minimum o f  e x p e n s e  t o  smal l  
b u s i n e s s  f i r m s .  In 1964,  t h e  S e r v i c e  Corps  of  R e t i r e d  
E x e c u t i v e s  (SCORE) was formed by t h e  SBA. The A c t i v e  
Corps  of  E x e c u t i v e s  (ACE) was added  in 1968.
Members o f  SCORE and ACE a r e  v o l u n t e e r s  who p r o ­
v i d e  c o u n s e l i n g  a s s i s t a n c e  f r e e  o f  c h a r g e  t o  smal l  
b u s i n e s s  owners  and m a n a g e r s .  As t h e  r o l e  o f  management  
a s s i s t a n c e  p e r s o n n e l  on t h e  SBA s t a f f  has  s h i f t e d  f rom 
c o u n s e l i n g  t o  c o o r d i n a t i n g  of  t h e  c o u n s e l i n g  p r o c e s s ,  
more  and more  s m a l l  b u s i n e s s  c o u n s e l i n g  and t r a i n i n g  i s  
b e i n g  a s s i g n e d  t o  SCORE/ACE p e r s o n n e l ,  s e v e r e l y  r e d u c i n g  
i t s  e f f e c t i v e n e s s  ( A n d e r s o n ,  E l b e r t  & F l o y d ,  1985) .
Thus ,  t h e  p e r s p e c t i v e  o f  t h e  p r o p o s e d  r e s e a r c h  s t ud y  
may be c a p s u l i z e d  as  f o l l o w s :  (1 )  Smal l  b u s i n e s s  i s  a
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v i t a l  p a r t  of  t h e  n a t i o n ' s  economy.  ( 2 )  The r i s k  
a s s o c i a t e d  w i t h  sma l l  b u s i n e s s  i s  e v i d e n c e d  by h i g h  
d e f a u l t  r a t e s  on b o r r o w i n g s ,  p a r t i c u l a r l y  t h o s e  g u a r ­
a n t e e d  by t h e  Smal l  B u s i n e s s  A d m i n i s t e r a t i o n .  (3)  The 
SBA p r o v i d e s  a  c o n t r o l  mechan i s m f o r  r e s e a r c h  i n t o  
t h e s e  p r o b l e m s .  (4)  The t r a i n i n g  me t ho d s  c u r r e n t l y  
u sed  by SBA a r e  i n e f f e c t i v e .  (5)  P s y c h o l o g i c a l  t h e o r y  
e x i s t s  which  s u g g e s t s  t h a t  a  t r a i n i n g  i n t e r v e n t i o n  can 
be u t i l i z e d  t o  c o n t r o l  f o r  l o a n  d e f a u l t s .
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CHAPTER 2
THE REVIEW OF LITERATURE
The a c c o u n t i n g  and p s y c h o l o g i c a l  l i t e r a t u r e  i s  
r e p l e t e  w i t h  s t u d i e s  c o n c e r n i n g  t r a i n i n g  in  an o n - t h e -  
j o b  s e t t i n g .  Very l i t t l e ,  h o w ev e r ,  has  been  w r i t t e n  
c o n c e r n i n g  t r a i n i n g  as  an i n t e r v e n t i o n  f o r  c o n t r o l  of  
a p a r t i c u l a r  e v e n t  in  an a c c o u n t i n g  c o n t e x t .  For  t h i s  
r e a s o n ,  t h e  l i t e r a t u r e  r e v i e w  s e c t i o n  of  t h i s  p a p e r  
s e t s  t h e  s t a g e  f o r  t h e  p r o p o s e d  s t u d y  w i t h i n  an 
a c c o u n t i n g  c o n t e x t .  F u r t h e r m o r e ,  t h i s  s e c t i o n  f o c u s e s  
on t h e  j u s t i f i c a t i o n  of  t h e  t h e o r e t i c a l  d e r i v a t i o n  
t h r o u g h  a r e v i e w  of t h e  p e r t i n e n t  l i t e r a t u r e .
S e t t i n g  t h e  S t a g e
A c c o u n t i n g  P e r s p e c t i v e
In t h e  S t a t e m e n t  o f  F i n a n c i a l  A c c o u n t i n g  C o n c e p t s  
Number 1 , t h e  F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  Board ( 1 9 7 8 ) ,  
e n u m e r a t e d  t h r e e  o b j e c t i v e s  of  f i n a n c i a l  r e p o r t i n g :
2 k
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" . . .  (1)  F i n a n c i a l  r e p o r t i n g  s h o u l d  
p r o v i d e  i n f o r m a t i o n  t h a t  i s  u s e f u l  
t o  p r e s e n t  and p o t e n t i a l  i n v e s t o r s  
and o t h e r  u s e r s  i n  mak i ng  r a t i o n a l  
i n v e s t m e n t ,  c r e d i t  and s i m i l a r  
d e c i s i o n s .  (2 )  An o b j e c t i v e  o f  
f i n a n c i a l  s t a t e m e n t s  i s  t o  p r o v i d e  
i n f o r m a t i o n  u s e f u l  t o  i n v e s t o r s  and 
c r e d i t o r s  f o r  p r e d i c t i n g ,  compar i ng  
and e v a l u a t i n g  p o t e n t i a l  c a s h  f l ows  
t o  them in  t e r m s  of  amoun t ,  t i m i n g  
and r e l a t e d  u n c e r t a i n t y .  (3)  An 
o b j e c t i v e  of  f i n a n c i a l  r e p o r t i n g  i s  t o  
p r o v i d e  i n f o r m a t i o n  a b o u t  t h e  economic  
r e s o u r c e s  of  an e n t e r p r i s e ,  t h e  c l a i m s  
t o  t h o s e  r e s o u r c e s  and t h e  e f f e c t s  of  
t r a n s a c t i o n s ,  e v e n t s  and c i r c u m s t a n c e s  
t h a t  chan g e  i t s  r e s o u r c e s  and c l a i m s  
t o  t h o s e  r e s o u r c e s . "
In sum, t h e  o b j e c t i v e s  of  f i n a n c i a l  r e p o r t i n g  a r e  t o  a i d  
t h e  a c c o u n t i n g  c o n s t i t u e n c y  in  a s s e s s i n g  an e n t i t y ' s  
e a r n i n g  power and r i s k ,  w h i l e  p r o v i d i n g  i n f o r m a t i o n  on 
a s s e t s  and l i a b i l i t i e s  of  t h e  f i r m .  Th i s  i n f o r m a t i o n  i s  
p resumed t o  f a c i l i t a t e  d e c i s i o n  m a k i n g .  How t h e n ,  can 
t h e s e  o b j e c t i v e s  be a p p l i e d  t o  t h e  sma l l  b u s i n e s s  com­
m u n i t y  t o  e f f e c t i v e l y  u t i l i z e  t h e  r e s o u r c e s  and e x p e r t i s e  
of  t h e  Smal l  B u s i n e s s  A d m i n i s t r a t i o n ?  The t r a i n i n g  
i n t e r v e n t i o n  p r o p o s e d  by t h i s  s t u d y  i s  one p o s s i b l e  
a l t e r n a t i v e .
C u r r e n t  T r ends  in  Smal l  B u s i n e s s
The i m p o r t a n c e  o f  t h e  sma l l  b u s i n e s s  economic  segment  
in  t h e  U n i t e d  S t a t e s  has  been  i n c r e a s i n g  s t e a d i l y .  Employ­
ment  in t h e  a g g r e g a t e  Amer i can  economy has  i n c r e a s e d  by t e n
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m i l l i o n  w o r k e r s  s i n c e  19S0.  Smal l  b u s i n e s s  h a s  p r o v i d e d  
a b ou t  t w o - t h i r d s  of  t h e s e  new j o b s .  Much o f  t h i s  e x p a n ­
s i o n  can  be a t t r i b u t e d  t o  a booming t e c h n o l o g y  and s e r ­
v i c e  s e c t o r  d omi na t e d  by s m a l l e r  c o m p a n i e s .  Thes e  com­
p a n i e s  a r e  o f t e n  p r o p e l l e d  by r a p i d  i n n o v a t i o n s  i n  t h e  
c omput e r  and connmuni c a t  i ons  f i e l d s  ( Swa in ,  1987) .  Th i s  
t r e n d  of  i n c r e a s i n g  sma l l  b u s i n e s s  s t a r t u p s  i s  showing 
s i g n s  o f  c o n t i n u e d  s t r e n g t h .  F i v e  m i l l i o n  o f  t h e  new 
jobs  were  c r e a t e d  in 1985 and 1986 a l o n e  ( H a r p e r  &
C h u r c h i l l ,  1987) .
Whi l e  t h e  g rowth  o f  t h e  U n i t e d  S t a t e s  economy 
a c t u a l l y  d e c e l e r a t e d  d u r i n g  l a t e  1984 and t h e  f i r s t  h a l f  
o f  1985,  g rowth  i n  s ma l l  b u s i n e s s  employment  c o n t i n u e d  
t o  r i s e .  One e x p l a n a t i o n  f o r  t h i s  phenomenon may be t h e  
lower c o s t s  of  b o r r o w i n g  wh i ch  e n a b l e d  sma l l  b u s i n e s s  
owners  t o  have  a c c e s s  t o  s u f f i c i e n t  f i n a n c i n g  a t  r e l a ­
t i v e l y  r e a s o n a b l e  r a t e s .  I n c r e a s e d  c a s h  f l o w s ,  f u e l e d  
by r e t a i n i n g  p a s t  p r o f i t s  and u t i l i z i n g  d e p r e c i a t i o n  
d e d u c t i o n s ,  p e r m i t t e d  f i r m s  t o  expand c a p i t a l  e x p e n d i ­
t u r e s  w i t h o u t  t h e  heavy r e l i a n c e  on e x t e r n a l  f i n a n c i n g  
( L i e b t a g , 1987) .
A l t hough  t h e s e  f i g u r e s  seem t o  s u g g e s t  a  b r i g h t  
f u t u r e  f o r  sma l l  b u s i n e s s ,  c e r t a i n  f a c t o r s  i n d i c a t e  t h a t  
a downtu rn  may be a p p r o a c h i n g .  I n t e r e s t  in  t h i s  a r e a  i s  
e v i d e n c e d  by t h e  f a c t  t h a t  t h e  W h i t e  House C o n f e r e n c e  on 
Smal l  B u s i n e s s ,  h e l d  i n  A u g u s t ,  1986,  drew more  t h a n
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4 , 0 0 0  p a r t i c i p a n t s .  The p u r p o s e  of  t h e  m e e t i n g  was 
t o  a s s i g n  p r i o r i t i e s  t o  an a ge nd a  o f  smal l  b u s i n e s s  
p ro b l ems  f o r  f u t u r e  c o n s i d e r a t i o n .  The b r i g h t  
economi c  t r e n d s  o f  t he  p a s t  few y e a r s  may have  p e ak e d .
The economic  e n v i r o n m e n t ,  a c c o r d i n g  t o  t h e  New Amer i ­
can  E x p r e s s  Smal l  B u s i n e s s  C l i m a t e  I n d e x ,  has  
s t a b i l i z e d .  Th i s  s t a b i l i z a t i o n  ma rks  an end t o  t h e  
a l m o s t  c o n t i n u o u s  improvement s  e n j o y e d  s i n c e  l a t e  
1981 ( L i e b t a g ,  1987,  U n i t e d  S t a t e s  Gove rnment ,  1 98 8) .
The i ndex  a l s o  showed t h a t  d u r i n g  1986,  t h e  demand 
f o r  smal l  b u s i n e s s  goods showed a marked  d e c l i n e  t o  an 
a n n u a l  g rowth  r a t e  o f  0.6%,  down f rom 7.6% i n  1985 and 
9.1% in 1984.  The p r o b l e m  was compounded by an i n c r e a s e  
i n  o p e r a t i n g  c o s t s  which i n c r e a s e d  a t  a 4.3% r a t e .  The 
r e s u l t i n g  p r o f i t  s q u e e z e  w i l l  u n d o u b t e d l y  have a p r o ­
nounced  e f f e c t  on s ma l l  b u s i n e s s e s  b e c a u s e  t h e y  have  
f ewer  a l t e r n a t i v e  me thods  of  c a p i t a l  f o r m a t i o n .  The 
sq u ee z e  c o u l d  i n c r e a s e  t h e  demand f o r  bank b o r r o w i n g .
The i n c r e a s e d  demand may r e s u l t  i n  a  g r e a t e r  number of 
r e q u e s t s  f o r  SBA g u a r a n t e e s .  T h i s  s t u d y  c o u l d  a i d  in 
d e v e l o p i n g  a me t hod  of  r e d u c i n g  t h e  l oan  d e f a u l t s  t h a t  
have  h i s t o r i c a l l y  r e s u l t e d  d u r i n g  b u s i n e s s  d o w n t u r n s .
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A T r a i n i n g  Example i n  I n d u s t r i a l  P s y c h o l o g y
The i d e a  of  t r a i n i n g  f o r  r i s k  i d e n t i f i c a t i o n  has  
been  a p p l i e d  i n  t h e  i n d u s t r i a l  p s y c h o l o g y  f i e l d .  F o l ­
l owi ng  t h e  n u c l e a r  a c c i d e n t  a t  T h r e e - M i l e  I s l a n d ,  
gove rnment  i n v e s t i g a t i o n s  r e v e a l e d  t h a t  s e v e r a l  f a c t o r s  
d i r e c t l y  c o n t r i b u t e d  t o  t h e  n e a r  d i s a s t e r .  Among t h e s e  
w e r e  i n a d e q u a t e  t r a i n i n g ,  u n c l e a r  o p e r a t i o n a l  p r o c e d u r e s  
and a l a c k  of  d i a g n o s t i c  s k i l l s .  ( S p e t t e l l  3c L i e b e r t ,  
1 9 8 6 ) .  As a r e s u l t  of  t h i s  i n v e s t i g a t i o n ,  a p r o g r a m of  
t r a i n i n g  was i n s t i t u t e d  by a g r o u p  of  i n d u s t r i a l  p s y ­
c h o l o g i s t s  which  was d i r e c t e d  a t  t r a i n i n g  n u c l e a r  p l a n t  
e mployees  t o  i d e n t i f y  r i s k y  s i t u a t i o n s  w hi c h  mi g h t  o c c u r  
w i t h i n  t h e i r  job  e n v i r o n m e n t .  T h u s ,  t h e  i n t e n t  o f  t h e  
p r og r am was t o  c o n t r o l  f o r  an e v e n t  ( a c c i d e n t s )  by 
t r a i n i n g  t h e  p l a n t  w o r k e r s  t o  r e c o g n i z e  r i s k  and s u b ­
s e q u e n t l y  r e s p o n d  t o  r e d u c e  t h a t  r i s k .
O b v i o u s l y ,  t h e  c o n s e q u e n c e s  o f  a sma l l  b u s i n e s s  
m a n a g e r ’ s f a i l u r e  t o  r e c o g n i z e  d a n g e r  s i g n a l s  w i t h i n  t h e  
comp an y ' s  f i n a n c i a l  s t a t e m e n t s  may n o t  be as  d r a m a t i c  as  
t h e  T h r e e - M i l e  I s l a n d  a c c i d e n t .  Th e se  c o n s e q u e n c e s  c a n ,  
however ,  be s e v e r e  t o  t h e  s ma l l  b u s i n e s s  owne r / manage r  
s h o u l d  t h e y  r e s u l t  in b u s i n e s s  f a i l u r e .
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A p p l y i n g  t h e  Theory
Sane of  t h e  o b s e r v a t i o n s  of  S p e t t e l  and L i e b e r t ' s  
s t u d y  can  be u s e f u l  in  t h e  s m a l l  b u s i n e s s  c o n t e x t .  They 
s u g g e s t  t h a t  o p e r a t o r s  o f  modern  p e r s o n - m a c h i n e  s y s t e m s  
have  t h r e e  r e l a t e d ,  b u t  s e p a r a b l e ,  t a s k s  t o  p e r f o r m .
These  t a s k s  i n c l u d e  m o n i t o r i n g ,  i n t e r p r e t a t i o n  and 
i n t e r v e n t i o n .  M o n i t o r i n g  e n t a i l s  c o n t i n u o u s l y  a t t e n d ­
i ng  t o  v i s u a l  and a u d i t o r y  s i g n a l s  t o  d e t e c t  abnormal  
s t a t e s  or  emergency  c o n d i t i o n s .  The manage r  of  a smal l  
b u s i n e s s  mu s t  l i k e w i s e  m o n i t o r  t h e  f i n a n c i a l  p o s i t i o n  
of  t h e  f i r m  he i s  c o n t r o l l i n g .  Th e se  s i g n a l s  may be 
d i s c r e t e  o r  t h e y  may be g r a d u a l  ( S p e t t e l l  & L i e b e r t ,  
1 9 8 6 ) .  The same i s  t r u e  i n  a  b u s i n e s s  e n v i r o n m e n t .  A 
b u s i n e s s  manager  would  p r o b a b l y  n o t i c e  i f  a ma jo r  
c u s t o m e r  f a i l e d  t o  pay a  l a r g e  i n v o i c e .  However ,  t h e  
manager  m i g h t  be l e s s  l i k e l y  t o  n o t i c e  a  g r a d u a l  i n ­
c r e a s e  i n  t h e  l e v e l s  of  i n v e n t o r i e s .
When one or  more  abnormal  d i s p l a y  r e a d i n g s  have  been 
d e t e c t e d ,  t h e n  i n t e r p r e t a t i o n  i s  n e c e s s a r y .  Tha t  i s ,  t h e  
p e r s o n  i n  c h a r g e  mu s t  d i a g n o s e  t h e  n a t u r e  o f  t h e  p r o b l e m  
or  t r y  t o  d e c i d e  why t h e  d e v i a t i o n  i s  o c c u r r i n g .  T h i s  i s  
t r u e  in  t h e  b u s i n e s s  e n v i r o n m e n t  as  w e l l .  The r e s p o n s i ­
b i l i t y  of  t h e  s ma l l  b u s i n e s s  manage r  i s  t o  d e t e r m i n e  t o  
what  e x t e n t ,  i f  a ny ,  t h e  n o t i c e d  c ha ng e  w i l l  a f f e c t  t h e  
r i s k  a s s o c i a t e d  w i t h  t h e  b u s i n e s s .  T h u s ,  t h e  p r o c e s s  of
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i n t e r p r e t a t i o n  i n v o l v e s  t h e  g e n e r a t i o n  of  l o g i c a l  
h y p o t h e s e s  as  t o  wha t  c o u l d  c a u s e  t h e s e  c h a n g e s .  Then,  
some a t t e m p t  mus t  be made t o  a f f i r m  or  d i s a f f i r m  t h e  
h y p o t h e s e s .  For  e x a m p l e ,  t h e  l e v e l  of  i n v e n t o r y  may be 
a r e s u l t  of  normal  s e a s o n a l  f l u c t u a t i o n s .
The t h i r d  s t e p ,  a f t e r  i n t e r p r e t a t i o n ,  i s  i n t e r v e n ­
t i o n .  I n t e r v e n t i o n  r e q u i r e s  t h a t  t h e  o p e r a t o r  s e l e c t  
and e x e c u t e  a p p r o p r i a t e  a c t i o n s  t o  c o r r e c t  t h e  s y s t e m  
f a i l u r e .  A g a i n ,  t h e  c o r o l l a r y  i n  t h e  b u s i n e s s  e n v i r o n ­
ment  would be t o  t a k e  w h a t e v e r  a c t i o n  m i g h t  be a p p r o p ­
r i a t e ,  such as  a d i s p o s a l  of  o u t - o f - d a t e  i n v e n t o r y .
As a r e s u l t  of  t h e  S p e t t e l  and L i e b e r t  s t u d y ,  a 
t r a i n i n g  p rog r am was d e v e l o p e d  t o  c o n t r o l  f o r  a c c i d e n t s  
which i n v o l v e  f a i l u r e  o f  t h e  man- mach i ne  i n t e r a c t i o n .
The b a s i s  of  t h i s  r e s e a r c h  i n v o l v e s  a t r a i n i n g  i n t e r ­
v e n t i o n  t o  c o n t r o l  f o r  a n o t h e r  e v e n t ,  l oa n  d e f a u l t s  
which  c a r r y  an  SBA g u a r a n t e e .
The E f f e c t s  of  H e u r i s t i c s
One a p p a r e n t  p r o b l e m  w i t h  t h i s  p a r a d i g m  i s  p a r t i ­
c u l a r l y  r e l e v a n t  t o  t h e  r e s e a r c h  q u e s t i o n .  A s u b s t a n t i a l  
body of  r e s e a r c h  s u g g e s t s  t h a t  human b e i n g s  s e l e c t i v e l y  
d i s c o u n t  or  i g n o r e  i n f o r m a t i o n  t h a t  i s  d i f f i c u l t  t o  
u n d e r s t a n d .  F u r t h e r m o r e ,  Arkes  and H a r k n e s s  (1980)  
d e m o n s t r a t e d  t h a t  once  p e o p l e  have  a r r i v e d  a t  a p r o b l e m
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d i a g n o s i s ,  t hey  become more  l i k e l y  t o  f a l s e l y  r e c o g n i z e  
symptoms t h a t  a r e  c o n s i s t e n t  w i t h  t h e i r  d i a g n o s i s .  As 
a r e s u l t ,  t h e y  a r e  l e s s  l i k e l y  t o  r e c a l l  t h e  t r u e  symp­
toms t h a t  may be i n c o n s i s t e n t .  In o t h e r  w o r d s ,  smal l  
b u s i n e s s  manage r s  may t e n d  t o  i g n o r e  p rob l ems  t h a t  a r e  
e v i d e n t  in  t h e  f i n a n c i a l  s t a t e m e n t s  s i m p l y  b e c a u s e  t h e y  
do n o t  u n d e r s t a n d  wha t  t h e  p r ob l e ms  r e p r e s e n t .  Arkes  
and Ha rk n es s  t e r m  t h i s  s i t u a t i o n  a  s u p p r e s s i o n  b i a s .
R e s e a r c h  in  t h e  a r e a  o f  h e u r i s t i c s  l e n d s  c r e d e n c e  
t o  t h i s  a r gu me n t .  As m i g h t  be e x p e c t e d ,  t h e  combined 
e f f e c t  of  t h e  a v a i l a b i l i t y  h e u r i s t i c  ( T v e r s ky  & 
Kahneman,  1974) ,  and s u p p r e s s i o n  b i a s  l e a d s  p e o p l e  t o  
be e x c e s s i v e l y  c o n f i d e n t  in  o b v i o u s  i n t e r p r e t a t i o n s  of  
p ro b l e ms  w h i l e  i g n o r i n g  more  d i f f i c u l t  i n t e r p r e t a t i o n s .  
F u r t h e r m o r e ,  E i nh or n  and Ho g ar t h  ( 1978 ,  1985) s u g g e s t  
t h a t  e x p e r i e n c e  does  no t  o b v i a t e  t h i s  t e n d e n c y .  T h e i r  
f i n d i n g s  s u g g e s t  t h a t  r e g a r d l e s s  of  t h e i r  l e v e l  of  
p r i o r  e x p e r i e n c e ,  p e o p l e  t e nd  t o  have  e x c e s s i v e  c o n ­
f i d e n c e  in a d e c i s i o n  once  t h e y  have  a r r i v e d  a t  an 
i n t e r p r e t a t i o n  of  a p r o b l e m .  Meixne r  and Welke r  (1988)  
found t h a t  t h e  a s s o c i a t i o n  be t ween  a u d i t o r  c o n s e n s u s  
and e x p e r i e n c e  was v e r y  weak,  and s u g g e s t e d  t h a t  i n ­
f l u e n c e s  o t h e r  t ha n  e x p e r i e n c e  we r e  r e s p o n s i b l e  f o r  
a u d i t  j u d g e m e n t s .
Ash t on  and Ash t on  (1988)  p o i n t  o u t  t h a t  a u d i t o r s  
have  a t e nd en c y  t o  r e l y  on p r o t o t y p i c a l  r u l e s  of  thumb,
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r a t h e r  t h a n  a p p l y i n g  B a y e s i a n  t h e o r y  t o  d e c i s i o n - m a k i n g .
They p o i n t  o u t  t h a t  t h i s  u n c o n s c i o u s  r e l i a n c e  i s  a r e s u l t  
of  t h e  a v a i l a b i l i t y  h e u r i s t i c  and s u p p r e s s i o n  b i a s .
F u r t h e r m o r e ,  t h e  a u t h o r s  found  e v i d e n c e  t h a t  i n c r e a s e d  
e x p e r i e n c e  a c t u a l l y  i n c r e a s e d  t h i s  p r o b l e m  due t o  i n ­
c r e a s e d  c o n f i d e n c e  in  an e r r o n e o u s  d e c i s i o n .
A g e n e r a l i z a t i o n  s u g g e s t s  t h a t  i n  s i t u a t i o n s  
i n v o l v i n g  c o g n i t i v e  t a s k s ,  j u d g m e n t a l  h e u r i s t i c s  may 
b i a s  i n t e r p r e t a t i o n s  of  s y s t e m  a b n o r m a l i t i e s .  A 
t r a i n i n g  i n t e r v e n t i o n  wh i ch  h i g h l i g h t s  t h e  p o t e n t i a l  
p r ob l ems  can  m i t i g a t e  t h e  e f f e c t s  o f  a number of  t h e s e  
h e u r i s t i c s .  The a p p l i c a t i o n  of  t h e s e  r e s e a r c h  f i n d i n g s  
in an a c c o u n t i n g  c o n t e x t  s h o u l d  be f r u i t f u l  s i n c e  a 
l a r g e  p a r t  o f  a c c o u n t i n g  d e a l s  w i t h  t h e  e v a l u a t i o n  of  
i n f o r m a t i o n  s i g n a l s  ( E i n h o r n ,  1 9 7 6 ) .
To c o m p l e t e  t h e  p a r a l l e l  be t ween  t h e  r e s e a r c h  
f o l l o w i n g  t h e  T h r e e - M i l e  I s l a n d  a c c i d e n t  and t h e  c u r ­
r e n t  r e s e a r c h ,  one  s h o u l d  c o n s i d e r  t h e  a t t r i b u t e s  of  
e f f e c t i v e  management .  An i m p o r t a n t  c h a r a c t e r i s t i c  of  
" good"  management  i s  t he  a b i l i t y  t o  e v a l u a t e  p a s t  
c h a n g e s ,  t o  r e a c t  t o  c u r r e n t  c h a n g e s  and t o  p r e d i c t  
f u t u r e  c h a n g e s .  T h i s  i s  c o n s i s t e n t  w i t h  t h e  v i ew t h a t  
management  i s  e s s e n t i a l l y  a  d e c i s i o n - m a k i n g  p r o c e s s .  
F u r t h e r m o r e ,  t h e  r o l e  o f  a c c o u n t i n g  w i t h i n  t h i s  p r o c e s s  
i s  t o  s e r v e  as  an i n f o r m a t i o n  s y s t e m .  T h i s  s y s t e m  a c t s  
as  an i n t e g r a l  p a r t  of  t h a t  d e c i s i o n - m a k i n g  p r o c e s s
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( C a p l a n ,  19 6 6 ) .  I t  i s  i n c o n c e i v a b l e  t h a t  any w o r k a b l e  
i n f o r m a t i o n  s y s t e m  c o u l d  p r o v i d e  d a t a  r e l a t i v e  t o  a l l  
o f  t h e  r i s k  a s s o c i a t e d  w i t h  o p e r a t i n g  a s mal l  b u s i n e s s .  
Thus ,  t h i s  r e s e a r c h  w i l l  f o c us  on t h e  r i s k  wh i ch  i s  
i d e n t i f i a b l e  w i t h i n  t h e  f i n a n c i a l  s t a t e m e n t s .
T r a i n i n g  i n  A c c o u n t i n g
T r a i n i n g  in  t h e  f i e l d  o f  a c c o u n t i n g  i s  p r o b a b l y  as  
o l d  as  t h e  p r o f e s s i o n  i t s e l f .  Almos t  f r om i t s  i n c e p t i o n ,  
a c c o u n t i n g  has  i n v o l v e d  o n - t h e - j o b  t r a i n i n g .  When t h e  
F i r s t  S o c i e t y  o f  A c c o u n t a n t s  was formed i n  V e n i ce  in  1581,  
t h e  member sh i p  i n i t i a t e d  a s i x  y e a r  u n p a i d  a p p r e n t i c e s h i p  
f o l l o w e d  by an o r a l  e x a m i n a t i o n  as  r e q u i r e m e n t s  f o r  mem­
b e r s h i p  ( C h a t f i e l d ,  1977) .
A l t h o u g h  t h e  p r o f e s s i o n  has  u n d e r g o n e  a m y r i a d  o f  
c h a n g e s  s i n c e  t h a t  t i m e ,  t h e  u s e  of  t r a i n i n g  has  r e m a i ne d  
r e l a t i v e l y  u n c h a n g ed .  The f o c u s  of  t r a i n i n g  p r o g r ams  in 
an a c c o u n t i n g  s e t t i n g  have been e x c l u s i v e l y  i n s i d e r  
o r i e n t e d .  Tha t  i s ,  t r a i n i n g  p rogr ams  have  been  i n i t i a t e d  
f o r  t h e  b e n e f i t  of  t h e  a c c o u n t i n g  s t a f f  r a t h e r  t h a n  f o r  
t h e  b e n e f i t  o f  o u t s i d e  u s e r s .
A c c o u n t i n g  and D e c i s i o n  Making
As an a d j u n c t  t o  t h e  e x p e r i m e n t ,  a b r i e f  i n t r o d u c t i o n
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
3 4
was g i v e n  t o  t h e  s u b j e c t s  e m p h a s i z i n g  t h e  i m p o r t a n c e  
of  a c c o u n t i n g  i n f o r m a t i o n  f o r  s m a l l  b u s i n e s s  d e c i s i o n  
m a k i n g .  T r a d i t i o n a l l y ,  management  d e c i s i o n  mak ing  
has  n o t  been  a ma i n  e mp ha s i s  of  a c c o u n t i n g .  F i n a n c i a l  
a c c o u n t i n g  and c o s t  a c c o u n t i n g  s t r e s s  t h e  r e p o r t i n g  of  
a  f i r m ' s  p r o g r e s s  and t h e  c o n t r o l  of  c o s t s  w i t h i n  t h a t  
f i r m .  The r e s u l t  has  been  a l a c k  of  c l a r i t y  a b o u t  
what  r o l e  a c c o u n t i n g  can  p l a y  i n  d e c i s i o n  m a k i n g .
G i b b i n s  (1984)  a t t e m p t e d  t o  i n t e g r a t e  p s y c h o l o g i ­
c a l  t h e o r i e s  i n t o  t h e  s t u d y  of  d e c i s i o n  mak i ng  i n  an 
a u d i t  e n v i r o n m e n t .  Hi s  p r o p o s i t i o n s  p r o v i d e  t h e  b a s i s  
f o r  s e v e r a l  of  t h e  s e c o n d a r y  h y p o t h e s e s  t o  be d i s c u s s e d  
in  c h a p t e r  t h r e e .  He p r o p o s e d  t h a t  e x p e r i e n c e  has  an 
e f f e c t  on j u d g e m e n t .  He f u r t h e r  s t a t e s  t h a t  p e r s o n a l  
c h a r a c t e r i s t i c s  a f f e c t  t h e  v i ew t h e  s u b j e c t  t a k e s  t owar d  
t h e  p r o b l e m  of  i n t e r e s t .
One a p p r o a c h  t o  t h e  r o l e  o f  a c c o u n t i n g  i n  b u s i n e s  
d e c i s i o n s  i s  t o  exami ne  t h e  d e c i s i o n - m a k i n g  p r o c e s s .
T h i s  p r o c e s s  c o n s i s t s  o f  s e v e r a l  s t e p s :  (Gibson  & Haynes ,
1 9 6 3 ) .
1.  R e c o g n i t i o n  of  a  need  f o r  a d e c i s i o n .
2 .  D e t e r m i n a t i o n  of  a l t e r n a t i v e  c o u r s e s  o f  a c t i o n .
3.  Assembly and o r g a n i z a t i o n  o f  r e l e v a n t  i n f o r m a t i o n .
4.  E v a l u a t i o n  o f  e a c h  a l t e r n a t i v e .
5.  C h o i c e  o f  one of  t h e  a l t e r n a t i v e s .
6.  F o l l o w - u p  of  t h e  d e c i s i o n .
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The i m p o r t a n c e  of  a c c o u n t i n g  i n f o r m a t i o n  may be 
emphas i zed  i n  each  s t e p  a s  f i n a n c i a l  s t a t e m e n t s  a r e  
a n a l y z e d .  How t h e n ,  s h o u l d  one a p p r o a c h  f i n a n c i a l  
s t a t e m e n t  a n a l y s i s ?
One of  t h e  s i m p l e s t  t e c h n i q u e s  f o r  e x t r a c t i n g  
t h e  maximum amount  of  i n f o r m a t i o n  f r om f i n a n c i a l  
s t a t e m e n t s  i s  r a t i o  a n a l y s i s .  In a s t u d y  o f  518 smal l  
b u s i n e s s e s ,  68% s t a t e d  t h a t  t h e y  r e g u l a r l y  u se  r a t i o  
a n a l y s i s  ( S l a v i n  & Armen,  1962) .  When t h e s e  f i r m s  
we r e  r a nk e d  a c c o r d i n g  t o  p r o f i t a b i l i t y ,  o n l y  t h r e e  
above t h e  me di a n  p r o f i t a b i l i t y  l e v e l  f a i l e d  t o  u t i l i z e  
r a t i o  a n a l y s i s .  R a t i o  a n a l y s i s  was u s ed  d u r i n g  t h e  
t r a i n i n g  i n t e r v e n t i o n  as  an i l l u s t r a t i o n  o f  one method 
of  f i n a n c i a l  s t a t e m e n t  a n a l y s i s . .
C u r r e n t  Appr oaches
r e c e n t  s t u d y  ( S a r r i  e t  a l , 1988) f ound  t h a t  
t r a i n i n g  i n  t h e  b u s i n e s s  e n v i r o n m e n t  h e l p e d  t o  improve 
o r g a n i z a t i o n a l  e f f e c t i v e n e s s  and c o m p e t i t i v e n e s s .  T h e i r  
s t u d y  s u r v e y e d  100 f i r m s  of  v a r i o u s  s i z e s  in  an e f f o r t  
t o  i d e n t i f y  c u r r e n t  t r e n d s  i n  t r a i n i n g  and e d u c a t i o n  
w i t h i n  t h e s e  c o m p a n i e s .  They f ound  t h a t  f i r m  s i z e  
c o r r e l a t e d  w i t h  amount  of  t r a i n i n g  and t h a t  t h e  p r i m a r y  
r e a s o n  g i v e n  f o r  t h e  t r a i n i n g  was t o  e n ha n c e  job  s p e c i f i c  
s k i l l s .
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E ng l e  (198$)  compared t h e  a c c o u n t i n g  t r a i n i n g  
me thods  of  l a r g e  f i r m s  t o  s m a l l e r  f i r m s .  The a u t h o r  
found t h a t  t h e  more d i v e r s e  me thods  used  by l a r g e  
f i r m s  we r e  more  e f f e c t i v e  f o r  p r o v i d i n g  s t a f f  
a c c o u n t a n t s  w i t h  u p d a t e d  i n f o r m a t i o n .  R e c o g n i z i n g  
t h a t  a c q u i r i n g  a p r o f e s s i o n a l  e d u c a t i o n  i s  becoming 
a l i f e t i m e  e n d e a v o r ,  Sheppeck and Cohen (1985)  
a t t e m p t e d  t o  p l a c e  a v a l u e  on t h e  t r a i n i n g  p rogr ams  
of  some a c c o u n t i n g  f i r m s .  T h e i r  a t t e m p t s  w er e  l a r g e ­
l y  u n s u c c e s s f u l  c i t i n g  cumbersome me thods  and vague 
a s s u m p t i o n s  r e g a r d i n g  human r e s o u r c e  c o s t  f a c t o r s  as  
t h e  p r i m a r y  r e a s o n .
S t o u g h t o n  (1978)  made a c a s e  f o r  t r a i n i n g  
a c c o u n t a n t s  as  m a n a g e r s .  They c i t e ,  as  e v i d e n c e ,  
t h e  h i g h  i n c i d e n c e  of  t op  l e v e l  manage r s  t h a t  have  
a dvanced  t h r o u g h  t h e  a c c o u n t i n g  d e p a r t m e n t  a t  C a t e r -  
p i l l e r  T r a c t o r .  The views  of t h e  a u t h o r s  u n d e r s c o r e  
t h e  i m p o r t a n c e  of an u n d e r s t a n d i n g  of  a c c o u n t i n g  
i n f o r m a t i o n  i n  d e v e l o p i n g  a s u c c e s s f u l  management  
t e c h n i q u e .  For e xa mp l e ,  w i t h i n  t h e  C a t e r p i i l e r  
T r a c t o r  Company ma nage r s  a r e  e x p e c t e d  t o  p r e p a r e  
b u d g e t s ,  f o r e c a s t  e f f e c t s  of  m o n e t a r y  c h a n g e s ,  
c a l c u l a t e  r e t u r n  on i n v e t m e n t ,  a n a l y z e  e x p o s u r e  
d r a f t s  on p ro p os e d  a c c o u n t i n g  s t a n d a r d s  and d e t e r m i n e  
t h e i r  e f f e c t s  on t h e  company.  A l l  o f  t h e s e  t a s k s  
i n v o l v e  t h e  need  f o r  a v a r y i n g  amount  of  u n d e r s t a n d i n g
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of  a c c o u n t i n g  i n f o r m a t i o n .
T y p i c a l  a p p r o a c h e s  t o  t r a i n i n g  have  been  p r o f e s ­
s i o n a l  as  opposed  t o  e x p e r i m e n t a l .  For  e x a m p l e ,  Gray 
and Cooper  (1986)  p r o p o s e d  a p r a c t i c e  f e l l o w s  p rog r am 
i n  r e s p o n s e  t o  t h e  c r i t i c i s m  o f  Amer i can  b u s i n e s s  
s c h o o l s  i n  r e c e n t  y e a r s .  They s u g g e s t  t h a t  e mp lo y e r s  
p e r c e i v e  newly h i r e d  g r a d u a t e s  as  h a v i n g  l i t t l e  a p p r e ­
c i a t i o n  o r  u n d e r s t a n d i n g  o f  t h e  r e a l i t i e s  of  b u s i n e s s .  
T h e i r  c o n c l u s i o n  i s  t h a t  b u s i n e s s  s c h o o l s  a r e  t o o  
d e t a c h e d  f rom r e a l i t y .  In e f f e c t ,  t h e  a u t h o r s  s u g g e s t  
t h a t  s t u d e n t s  s h o u l d  s h a r e  i n  t h e  more  p r a c t i c a l  s i d e  
of  t h e  t e a c h i n g  p r o f e s s i o n .  T h i s  can be a c c o m p l i s h e d  
by h a v i n g  s t u d e n t s  s h a r e  such  d u t i e s  as  a d v i s i n g ,  
c o u n s e l i n g ,  t e a c h i n g  and c u r r i c u l u m  d e v e l o p m e n t .  T h e i r  
p r e m i s e  i s  t h a t  p a r t i c i p a t i o n  i n  t h e  b a s i c  p a r t s  of  t h e  
p r o f e s s i o n  w i l l  g i v e  them a b r o a d e r  p e r s p e c t i v e  t h a n  
s im p l y  a t t e n d i n g  c l a s s e s .
More o f t e n ,  howe ve r ,  t r a i n i n g  in  a c c o u n t i n g  has  
t a k e n  a  more  t r a d i t i o n a l  p a t h .  For  e x a m p l e ,  r e s e a r c h  
has  been c o n d u c t e d  in  t h e  f o l l o w i n g  a r e a s :  T r a i n i n g  fo
s t a f f  dev e l o p men t  and c o n t i n u i n g  e d u c a t i o n  on c u r r e n t  
a c c o u n t i n g  p rob l ems  and p r o f e s s i o n a l  g rowth  (Ga y t on ,  1 
( D i t t r i c h  & Shannon,  19 75 ) ;  t r a i n i n g  f o r  a c c e p t a n c e  and 
u s a g e  o f  a new t e c h n o l o g y ,  such a s  c omp u t e r s  (Quarmby,  
1984) ;  and o n - t h e - j o b  t r a i n i n g  f o r  s t a f f  a c c o u n t a n t s  
(Neumann,  1981) .  The mo s t  p o p u l a r  r e a s o n s  g i v e n  f o r
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i n c l u d i n g  t r a i n i n g  i n  t h e  w o r k p l a c e  we r e  ( 1 )  U n d e r s t a n d  
our  comp an y ' s  a p p r o a c h  t o  management ;  (2 )  O b t a i n  j o b -  
s p e c i f i c  k n owl e dge ;  and (3 )  Br oaden  t h e  i n d i v i d u a l ' s  
p e r s p e c t i v e  ( S a a r i  e t  a l , 1 98 8 ) .  No e v i d e n c e  was found 
t o  i n d i c a t e  t h a t  a t r a i n i n g  i n t e r v e n t i o n  f o r  c o n t r o l  of 
an e v e n t  has  been  e m p i r i c a l l y  t e s t e d  i n  an a c c o u n t i n g  
env i  r o n m e n t .
The T r a n s f e r  o f  T r a i n i n g  I s s u e s
The t r a n s f e r  of  t r a i n i n g  i s s u e  i n v o l v e s  t h e  e x t e n t  
t o  whi ch  t h e  m o d i f i e d  b e h a v i o r  r e s u l t i n g  f r om t h e  t r a i n ­
i ng  i n t e r v e n t i o n  t r a n s f e r s  t o  t h e  work  p l a c e .  The 
u t i l i t y  o f  a t r a i n i n g  i n t e r v e n t i o n  l i e s  in  i t s  a b i l i t y  
t o  improve  t h e  p a r t i c i p a n t s '  e f f e c t i v e n e s s  beyond t h e i r  
p r e t r a i n i n g  l e v e l s .
To e s t a b l i s h  an e x p e r i m e n t a l  e n v i r o n m e n t  c o n d u c i v e  
t o  a t r a i n i n g  i n t e r v e n t i o n ,  some p r e l i m i n a r y  a s s u m p t i o n s  
s h o u l d  be c o n s i d e r e d .  For  e x a m p l e ,  t h e  f o l l o w i n g  a r e  
r u d i m e n t a r y :
( 1 ) .  P e r f o r m a n c e  d i f f e r e n c e s  
among employees  o c c u r  on mos t  j obs  
or  j ob  t a s k s .  These  v a r i a t i o n s  a r e  
t y p i c a l l y  n o r m a l l y  d i s t r i b u t e d  f o r m ­
ing  a b e l l  s haped  c u r v e  of  p e r f o r ­
mance e x p e c t a t i o n s .
( 2 ) .  T r a i n i n g  p r o g r ams  i n  
g e n e r a l  r e s u l t  i n  improved p a r t i ­
c i p a n t  a b i l i t y .  However ,  e v i d e n c e  
s u g g e s t s  t h a t  n o t  a l l  t r a i n i n g  p r o ­
grams have  an impac t  on p a r t i c i p a n t
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p e r f o r m a n c e .  Some p r og r ams  a r e  
s i mp ly  d e s i g n e d  t o  a c q u a i n t  
employees  w i t h  an o r g a n i z a t i o n  
and t h e i r  p o s i t i o n  i n  i t .  N e v e r ­
t h e l e s s ,  t h e  power of  a t r a i n i n g  
i n t e r v e n t i o n  t o  p r o d u c e  p e r f o r m a n c e  
improvement  i s  c r i t i c a l  i n  d e t e r ­
m i n i n g  i t s  o v e r a l l  u t i l i t y  t o  any 
o r g a n i z a t  i o n .
( 3 ) .  I n c r e a s e s  i n  employee  
p e r f o r m a n c e  y i e l d  i n c r e a s e s  in 
o r g a n i z a t i o n a l  e f f e c t i v e n e s s  
(Sheppeck  & Cohen ,  1 9 8 5 ) .
Some g e n e r a l i z a t i o n s  c o n c e r n i n g  t h e s e  i s s u e s  can  be o f  
b e n e f i t  when c o n s i d e r i n g  a t r a i n i n g  i n t e r v e n t i o n .  For  
e x a m p l e ,  t h e r e  i s  a d i r e c t  r e l a t i o n s h i p  b e t ween  t h e  
amount  and q u a l i t y  o f  t r a i n i n g  c a r r i e d  o u t  and t h e  o v e r ­
a l l  s u c c e s s  i n  i m p l e m en t i n g  a new s y s t e m .  F u r t h e r m o r e ,  
t h e  l o n g e r  t h e  gap be t ween  l e a r n i n g  and d o i n g ,  t h e  
g r e a t e r  t h e  c hance  t o  f o r g e t  newly a c q u i r e d  s k i l l s  
(Quarmby,  1 9 8 ^ ) .
E f f e c t i v e  I n t e r v e n t ions
O n - t h e - j o b  t r a i n i n g  i s  m o s t  s u c c e s s f u l  when t h e  
t a s k s  u t i l i z e  i n f o r m a t i o n  p r e v i o u s l y  a c q u i r e d  (Neuman,  
1 9 8 1 ) .  Thus ,  t h i s  method  i s  good f o r  t h e  a c q u i s i t i o n  
of  deepened  knowl edge ,  s h a r p e n e d  judgement  and i n c r e a s e d  
p r o f i c i e n c y .  An o f f s h o o t  o f  o n - t h e - j o b  t r a i n i n g  i s  o f t e n  
r o l e  m o d e l l i n g ,  whi ch  can be a  fo r m of  t r a i n i n g  in  i t s e l f .  
O n - t h e - j o b  t r a i n i n g  i s  l e s s  s u c c e s s f u l  t ha n  o t h e r  me thods  
f o r  a c q u i r i n g  new k no wl ed g e .
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The a c q u i s i t i o n  of  t h e  d e s i r e d  b e h a v i o r  and t h e  
m a i n t e n a n c e  o f  t h a t  b e h a v i o r  a r e  b o t h  n e c e s s a r y  f o r  a 
s u c c e s s f u l  t r a i n i n g  i n t e r v e n t i o n .  Too o f t e n ,  t r a i n e r s  
have  pu t  a l l  of  t h e i r  e f f o r t s  i n t o  t h e  a c q u i s i t i o n - o f - 
s k i l l s  p o r t i o n  of  t h e  t r a i n i n g  ( S a a r i  e t  a l , 19 8 8 ) .
Thus ,  when m a nag e r s  l o ok ed  a t  o n - t h e - j o b  p e r f o r m a n c e ,  
t h e y  o f t e n  found t h a t  t h e  newly  a c q u i r e d  s k i l l s  were  
n o t  b e i n g  pu t  i n t o  p r a c t i c e  once  t h e  p a r t i c i p a n t s  had 
l e f t  t h e  t r a i n i n g  s e s s i o n .
M i c h a l a k  (1981)  s t u d i e d  s i x  o f f i c e s  of  a m a j o r  d i v i ­
s i o n  of a l a r g e  m a n u f a c t u r i n g  company i n  o r d e r  t o  l e a r n  
more  a bou t  m a i n t e n a n c e  o f  b e h a v i o r  a c t i v i t i e s .  The s t u d y  
i n v o l v e d  an i n t e r p e r s o n a l  s k i l l s  t r a i n i n g  p r o g r a m f o r  
s u p e r v i s o r s .  The r e s e a r c h  q u e s t i o n  i n v e s t i g a t e d  was "What 
h appened  when v a r i o u s  m a i n t e n a n c e - o f - b e h a v i o r  a c t i v i t i e s  
we r e  i mp l e me nt e d?"
The r e s u l t s  showed t h a t  s e v e r a l  f a c t o r s  a f f e c t e d  t h e  
t r a n s f e r  of  t r a i n i n g  back  t o  t h e  w o r k p l a c e .  The mos t  
i m p o r t a n t  f a c t o r  was u t i l i z i n g  a t r a i n i n g  t a s k  t h a t  was 
s i m i l a r  t o  a c t u a l  o n - t h e - i o b  wo r k .  O t h e r  f a c t o r s  wh ich  
i n f l u e n c e d  t h e  t r a n s f e r  w e r e :  (1)  s t r o n g  management
corrmitment  t o  t h e  p r o gr am,  ( 2 )  d i s c u s s i o n  of  t r a n s f e r  of  
t r a i n i n g  i s s u e s  d u r i n g  t h e  t r a i n i n g ,  and (3)  a s k i n g  
p a r t i c i p a n t s  what  t h e y  f e l t  w e r e  t h e  o b s t a c l e s  t o  a p p l y i n g  
t h e  p r og r am on t h e  j o b .
T r a i n i n g  need  n o t  t a k e  t h e  fo rm of  a f o r ma l  e d u c a ­
t i o n a l  i n t e r v e n t i o n .  Har tman & Sumners ( 1983)  c o n d u c t e d
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a s t u d y  t o  d e t e r m i n e  t o  what  e x t e n t  i n f o r m a t i o n  g a t h e r e d  
a t  p r o f e s s i o n a l  a c c o u n t i n g  m e e t i n g s  was u t i l i z e d  in  t h e  
d a i l y  work r o u t i n e  of  t h o s e  who a t t e n d e d .
The l o n g - r u n  impact  of  a  m e e t i n g  d e a l i n g  w i t h  t h e  
a c c o u n t i n g  r e q u i r e m e n t s  of  t h e  F o r e i g n  C o r r u p t  P r a c t i c e s  
Act  was m e a s u re d  u s i n g  an e i g h t e e n  month  t i m e  l a g .  The 
r e s u l t s  of  t h e  s t u d y  i n d i c a t e d  a s i g n i f i c a n t  d i f f e r e n c e  
be tween t h e  e x p e r i m e n t a l  g roup ( t h o s e  who a t t e n d e d  t h e  
s e s s i o n )  and t h e  c o n t r o l  group  ( t h o s e  who d i d  no t  a t t e n d  
t h e  s e s s i o n ) .  The d i f f e r e n c e s  f o c u s e d  on b o t h  t h e  amount 
of  t r a i n i n g  g i v e n  r e l a t i v e  t o  t h e  F o r e i g n  C o r r u p t  P r a c ­
t i c e s  Act  and s p e c i f i c  a u d i t  s t e p s  t a k e n  t o  s e a r c h  f o r  
v i o l a t i o n s  of t h e  a c t .  The r e s u l t s  of  t h i s  s t u d y  s u p p o r t  
t h e  h y p o t h e s i s  t h a t  t r a i n i n g  can be u t i l i z e d  t o  c o n t r o l  
f o r  a s p e c i f i c  e v e n t .
A C l a s s i c  E m p i r i c a l  S tudy
Baumgar t e l  and 3 e a n p i e r r e  (1972)  e m p i r i c a l l y  i n v e s t i ­
g a t e d  t h e  i s s u e  of  t r a n s f e r  of  t r a i n i n g .  The p u r p o s e  of  
t h e i r  s t u d y  was t o  d e t e r m i n e  how s e v e r a l  f a c t o r s  i n f l u e n c e d  
t h e  e f f o r t  of  manage r s  t o  a p p l y ,  in t h e i r  back-home s e t ­
t i n g s ,  knowledge  g a i n e d  in  e x e c u t i v e  d e ve lo p me n t  p r o g r a m s .
D a t a  were  o b t a i n e d  f rom a s t r a t i f i e d  random sampl e  o f  2^0 
m a n a g e r s ,  r e p r e s e n t i n g  a  p o p u l a t i o n  o f  o ve r  2 , 00 0  who 
p a r t i c i p a t e d  i n  one of  s e v e n t e e n  management  dev e i o pmen t
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p r o g r a m s .  The p u r p o s e  of  t h e  s t u d y  was t o  i n v e s t i g a t e  
such q u e s t i o n s  a s :  (1)  What  k i n d s  of  t r a i n i n g  p r og r ams  
a r e  mo s t  l i k e l y  t o  p r o d u c e  e f f o r t  by t h e  m a n a g e r s  t o  
u s e  wha t  t h e y  had l e a r n e d  i n  t h e  back- home  s e t t i n g ?
T h i s  o u t p u t  v a r i a b l e  was t e r m e d  a d o p t i v e  e f f o r t ;  (2)
What k i n d s  of  m a nag e r s  a r e  mo s t  l i k e l y  t o  a p p l y  new 
knowl edge?  and ( 3 )  What k i n d s  o f  o r g a n i z a t i o n  e n v i r o n ­
m e n t s  a r e  mo s t  l i k e l y  t o  f a c i l i t a t e  such  m a n a g e r i a l  
e f f o r t s ?  The s t u d y  d e m o n s t r a t e s  t h e  c r i t i c a l  i m p o r t a n c e  
of  o r g a n i z a t i o n a l  c l i m a t e  f o r  t h e  e f f e c t i v e  t r a n s f e r  of  
new l e a r n i n g .  The a u t h o r s  s u g g e s t  t h a t  l a r g e - s c a l e  
o r g a n i z a t i o n a l  d e ve l op men t  e f f o r t s  mus t  be c o n c u r r e n t  
w i t h  management  t r a i n i n g  i f  maximum b e n e f i t  i s  t o  be 
o b t a i n e d .
The Baumgar t e l  and 3 e a n p i e r r e  a r t i c l e  p r o v i d e s  
s u p p o r t  f o r  t h e  u t i l i z a t i o n  of  t h e  SBA c o n s t r a i n t  in  
t h i s  e x p e r i m e n t .  The s u r v e y  i n s t r u m e n t  was d e s i g n e d  
t o  p e r m i t  a n a l y s i s  of  t h e  f a c t o r s  t h a t  a f f e c t  t h e  
e x t e n t  t o  whi ch  t h e  t r a i n e d  m a n a g e r s  a t t e m p t  t o  i n n o ­
v a t e  or  a p p l y  new knowledge  when t h e  t r a i n i n g  s e s s i o n  
i s  c o m p l e t e .
Da t a  f o r  t h e i r  s t u d y  w e r e  o b t a i n e d  by a q u e s t i o n ­
n a i r e  s u r v e y  of  240 m a n a g e r s  who r e p r e s e n t e d  a t r u e  
r andom sampl e  drawn f rom t h e  l i s t s  of  p a s t  p a r t i c i p a n t s  
in a v a r i e t y  of  t e a c h i n g / l e a r n i n g  p r o g r a m s .  The p r i m a r y  
outcome v a r i a b l e  o f  i n t e r e s t  i n  t h i s  s t u d y  was a d o p t i v e
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e f f o r t .  The q u e s t i o n n a i r e  i n s t r u m e n t  c o n s i s t e d  o f  f i x e d  
r e s p o n s e  and o p e n - e nd ed  q u e s t i o n s  c o v e r i n g  s e v e r a l  a r e a s .
The a r e a s  i n c l u d e d :  ( 1 )  e d u c a t i o n  - -  amount  and p l a c e
( f o r e i g n / d o m e s t i c ) ;  (2 )  a t t i t u d e s  t o w a r d ,  p e r c e p t i o n s  of  
and e f f e c t s  of  t h e  t a r g e t  t r a i n i n g  p r o g r a m  i t s e l f ;
(3)  d e s c r i p t i o n s  of  t h e  o r g a n i z a t i o n a l  c l i m a t e  o f  t h e  
r e s p o n d e n t ' s  o r g a n i z a t i o n ;  ( 4 )  g e n e r a l  a t t i t u d e s  and 
b e l i e f s  c o n c e r n i n g  t r a i n i n g ;  (5)  j o b  and d e mo g r a p h i c  
d a t a ;  and ( 6 )  s e l f - r a t i n g s  on a number of  p s y c h o l o g i c a l  
d imens  i o n s .
The o p e r a t i o n a l  me as ur emen t  of  a d o p t i v e  e f f o r t  
c o n s i s t e d  of  t h e  coded r e s p o n s e  of  t h e  r e s p o n d e n t ' s  
a n s w e r s  t o  two o pe n -e n de d  q u e s t i o n s .  These  q u e s t i o n s  
c o n c e r n e d  how h a rd  t h e  ma na ge r s  had t r i e d  t o  u se  t h e  
i n f o r m a t i o n  l e a r n e d  a t  t h e  t r a i n i n g  s e s s i o n  i n  t h e i r  
back-home s e t t i n g s .
The f i r s t  o b j e c t i v e  o f  t h e  a n a l y s i s  of  a d o p t i v e  
e f f o r t  was t o  examine  t h e  me as ur emen t  of  t h e  c r i t e r i o n  
o r  outcome v a r i a b l e  i t s e l f .  The s e c o nd  o b j e c t i v e  was 
t o  d e t e r m i n e  t h e  p a t t e r n  of  r e l a t i o n s h i p s  be t ween  a l l  
v a r i a b l e s  m e as u re d  i n  t h e  s t u d y .  F i n a l l y ,  a s u b s i d i a r y  
s e t  o f  a n a l y s i s  of v a r i a n c e  was c a r r i e d  o u t  t o  i s o l a t e  
t h e  s i g n i f i c a n c e  of  t h e  v a r i a b l e  c a t e g o r i e s  d i s c o v e r e d  
in  t h e  e x p l o r a t o r y  a n a l y s i s .
R e s u l t s  i n d i c a t e d  t h a t  25% r e p o r t e d  an a p p l i c a t i o n  
e f f o r t  t h a t  was a "ma jor  a t t e m p t , "  18% showed a "minor
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a t t e m p t , "  8% i n d i c a t e d  a " g e n e r a l  e f f o r t "  and 46% showed 
no a t t e m p t .  Th r ee  p e r c e n t  d i d  n o t  r e s p o n d .  T h i s  s t u d y  
a l s o  p o l l e d  t h e  s u p e r v i s o r s  of  t h e s e  m a n ag e r s  t o  s e e  i f  
t h e y  a g r e e d  w i t h  t h e  a d o p t i v e  e f f o r t  r e p o r t e d  by t h e i r  
m a n a g e r s .  Only 21% of  t h e  b o s s e s  t h o u g h t  t h a t  t h e  
ma na ge r s  had t r i e d  t h e  new t e c h n o l o g y  compared  t o  51% 
of  t h e  ma nage r s  t h e m s e l v e s .  A l t h o u g h  t h i s  c o u l d  be 
b e c a u s e  t h e  b o s s e s  we r e  n o t  aware  t h a t  t h e  ma nag er s  had 
t r i e d  t o  a p p l y  t h e  new l e a r n i n g ,  t h i s  c o u l d  a l s o  be a 
r e s u l t  o f  demand c h a r a c t e r i s t i c s .
P e r s o n a l i t y  f a c t o r s  w er e  m e a s u r e d  u s i n g  s e l f - r e p o r t s  
Managers  who d e s c r i b e d  t h e m s e l v e s  as  " p l a n n e r s "  and 
" r i s k - t a k e r s "  showed s i g n i f i c a n t l y  h i g h e r  l e v e l s  of 
i n n o v a t i o n .  Res pons e  was m e a s u r e d  by such q u e s t i o n s  as  
"I  l i k e  t o  s e t  l o n g - r a n g e  p l a n s  and f o l l o w  t h r o u g h  o v e r  
long p e r i o d s , "  and " I  t a k e  c h a n c e s  w i t h  new i d e a s ,  j o b s ,  
p e o p l e  and i n v e s t m e n t s . "
To implement  d a t a  a n a l y s i s ,  f o u r  s c o r e s  w er e  p r e ­
p a r e d  f o r  e ach  of  t h e  240 r e s p o n d e n t s .  The f i r s t  s c o r e  
r e p r e s e n t e d  t h e  d e p e n d e n t  v a r i a b l e .  T h i s  s c o r e  was 
computed as  a c o m p o s i t e  i ndex  c o n s i s t i n g  of  t h e  r e s p o n s e  
m a g n i t u d e  of  t h e  a d o p t i v e  e f f o r t  q u e s t i o n s  and t h e  
d e g r e e  of  s u c c e s s  s c o r e s .  The s ec on d  s c o r e  was an 
o r g a n i z a t i o n a l  c l i m a t e  c o m p o s i t e .  T h i s  c o n s i s t e d  o f  t h e  
t o t a l  of  f i v e  i t e m s c o r e s  r e p r e s e n t i n g  t h e  e x t e n t  t o  
which  o r g a n i z a t i o n a l  c l i m a t e s  f a v o r e d  i n n o v a t i o n .  The
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t h i r d  s c o r e  was a t r a i n i n g  v a l u e  s c o r e  b a se d  on a t t i t u d e s  
toward  t h e  t r a i n i n g .  The f o u r t h  s c o r e  was a d e mogr aph i c  
v a r i a b l e  b a s e d  on r e p o r t e d  income.
The r e s u l t s  i n d i c a t e d  t h a t  p e r s o n a l  v a l u e  o r i e n ­
t a t i o n s  and m o t i v a t i o n s  p l a y  a s i g n i f i c a n t  r o l e  i n  t h e  
i n n o v a t i v e  p r o c e s s .  F u r t h e r m o r e ,  some e v i d e n c e  
i n d i c a t e d  t h a t  p e r s o n s  whose c a r e e r  a s p i r a t i o n s  were  
r a i s e d  by p a r t i c i p a t i o n  i n  t h e  management  t r a i n i n g  were  
more  l i k e l y  t o  a t t e m p t  t h e  a p p l i c a t i o n  of  new k nowl edge .  
O r g a n i z a t i o n a l  c l i m a t e  was a l s o  an i m p o r t a n t  f a c t o r  i n  
t h e  e x t e n t  t o  w h i ch  a d o p t i v e  e f f o r t  was a p p l i e d .
A l t h o ug h  t h e  m i n i a t u r e  j ob  t r a i n i n g  a p p r o a c h  seems 
t o  be e f f e c t i v e ,  t h i s  method  w i l l  no t  a p p l y  in a l l  s i t ­
u a t i o n s .  The m i n i a t u r e  j ob  t r a i n i n g  a p p r o a c h  s u g g e s t s  
t h a t  f r e q u e n t l y  t h e  t e s t  f o r  j ob  s u i t a b i l i t y  m e a s u r e s  
many a t t r i b u t e s  t h a t  a r e  u n n e c e s s a r y  f o r  s u c c e s s f u l  job 
a c c o m p l i s h m e n t .  U t i l i z i n g  d i s c r i m i n a n t  a n a l y s e s  t e c h ­
n i q u e s ,  S i e g e l  and Bergman (1975)  t e s t e d  w h e t h e r  or no t  
navy e n l i s t e d  men c o u l d  q u a l i f y  f o r  a w e l d i n g  j o b .
The r e s u l t s  o f  t h e  s t u d y  i n d i c a t e  t h a t  m i n i a t u r e  
job  t r a i n i n g  and e v a l u a t i o n  c o n c e p t s  a p p e a r  t o  p o s s e s  
m e r i t  as  a t e c h n i q u e  f o r  p r e d i c t i n g  t h e  p e r f o r m a n c e  of  
" low a p t i t u d e "  a p p l i c a n t s ,  b u t  was l e s s  e f f e c t i v e  f o r  
h i g h e r  o n e s .  T h i s  c o n c l u s i o n  s u p p o r t s  e a r l i e r  c o n j e c t u r e  
t h a t  m i n i a t u r e  j o b  t r a i n i n g  seems s u p p o r t e d  f o r  mechan ­
i c a l l y  o r i e n t e d  mo t o r  t a s k s ,  b u t  a d d i t i o n l  v e r i f i c a t i o n
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i s  i n d i c a t e d  i n  o t h e r  job  c o n t e x t s .
Summary
T r a n s f e r  of  t r a i n i n g  f rom a l a b o r a t o r y  s e t t i n g  
t o  a f i e l d  s e t t i n g  would g e n e r a l l y  be e n ha nc e d  i f  t h e  
f o l l o w i n g  c o n d i t i o n s  a r e  met  ( G o l d s t e i n  & M u s i c a n t e ,
1986) ( L e i f e r ,  1 9 8 0 ) :
(1)  The t a s k  u t i l i z e d  in  t h e  t r a i n i n g  s e s s i o n  
s h o u l d  c l o s e l y  r e s e m b l e  t h e  o n - t h e - j o b  t a s k .
(2)  The t r a i n i n g  s e s s i o n  s h o u l d  n o t  be t o o  d i f ­
f i c u l t  f o r  t h e  r e s p o n d e n t s ,  and s ho u ld  be w e l l
o r g a n i  z e d .
(3)  I n d i v i d u a l  d i f f e r e n c e s  among t r a i n e e s  w i l l  
r e s u l t  i n  v a r y i n g  l e v e l s  of  s u c c e s s ,  no t  o n l y  in  t h e  
t r a i n i n g  i t s e l f ,  b u t  in  t h e  t r a n s f e r  t o  t h e  work p l a c e .
(4)  A p o s i t i v e  t r a n s f e r  c l i m a t e  f a c i l i t a t e s  
t r a n s f e r  o f  t r a i n i n g .
The I n d i v i d u a l  D i f f e r e n c e  I s s u e s
The p h r a s e  " i n d i v i d u a l  d i f f e r e n c e s "  s u g g e s t s  a b r o a d  
a r e a  o f  s t u d y  and i n q u i r y .  The t e r m  i s  u s e d  h e r e  t o  
d e s c r i b e  i n d i v i d u a l i z e d  t r a i t s  t h a t  may be p r e s e n t  w i t h i n  
an o t h e r w i s e  homogeneous g r o u p .  These  t r a i t s  i n f l u e n c e  
e x p e r i m e n t a l  o u t co me .  Many v a r i a b l e s  of  i n t e r e s t  have
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been  s t u d i e d  i n  t h e  a r e a .  Some of  t h e  more  common 
a r e  p e r s o n a l i t y  t r a i t s ,  a t t i t u d e s  and d emo g r ap h i c  
d a t a .
A c c o r d i n g  t o  Cr onbach  ( 1971)  t h e r e  a r e  two ma in  
t y p e s  of  p r e d i c t o r  m e a s u r e s  w h i c h  a r e  g e n e r a l l y  u s ed  
when r e s e a r c h i n g  i n d i v i d u a l  d i f f e r e n c e s .  These  
i n c l u d e :  ( 1 )  m e a s u r e s  of  maximum p e r f o r m a n c e ,  e . g . ,
g e n e r a l  m e n t a l  a b i l i t y  and p r o f i c i e n c y  a t  a t a s k  and
(2 )  m e as u r e s  of  t y p i c a l  p e r f o r m a n c e ,  e . g . ,  i n t e r e s t ,  
a t t i t u d e s ,  g e n e r a l  p e r s o n a l  i n f o r m a t i o n ,  p e r s o n a l i t y ,  
e t c .
The mo s t  f r e q u e n t l y  u s e d  p r e d i c t o r  c l a s s  has  
been  " a p t i t u d e s , "  w h i l e  " s u p e r v i s o r ' s  e v a l u a t i o n "  has  
been t h e  mos t  f r e q u e n t l y  u s e d  c r i t e r i o n  c l a s s .  When 
d o i n g  r e s e a r c h  of t h i s  t y p e ,  one  mus t  c a r e f u l l y  
e v a l u a t e  wha t  d i m e n s i o n s  a r e  b e i n g  t e s t e d .  O f t e n  
t h o s e  t h a t  a r e  t e s t e d  a r e  n o t  t h o s e  n e c e s s a r y  t o  l e a r n  
t h e  j o b .  F i n d i n g s  s u g g e s t ,  f o r  e x a m p l e ,  t h a t  i t  i s  
n o t  s u f f i c i e n t  t o  u s e  t e s t s  t o  p r e d i c t  t h e  p o t e n t i a l  
o f  c a n d i d a t e s  a c q u i r i n g  t h e  a b i l i t i e s  or  s k i l l s  found 
on one  s p e c i f i c  p a r t  of  t h e  l e a r n i n g  c u r v e  no m a t t e r  
how " f l a t "  i t  a p p e a r s .  T h i s  i s  t r u e  b e c a u s e  even 
t hough  t h e  c u r v e  may a p p e a r  f l a t ,  (no new l e a r n i n g  i s  
t a k i n g  p l a c e ) ,  o t h e r  o u t s i d e  f a c t o r s  may be e i t h e r  
h e l p i n g  or  h i n d e r i n g  t h e  l e a r n i n g .  T h i s  i s  o f t e n  a 
p r o b l e m  when a n a l y z i n g  t h e  b e h a v i o r  of  t h e  " e x p e r i e n c e d
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w o r k e r "  ( A t k i n s o n ,  1 9 7 3 ) .  The o t h e r  a b i l i t i e s  or  
s k i l l s  wh i c h  a r e  r e q u i r e d  d u r i n g  t h e  l e a r n i n g  p e r i o d  
mus t  be d e t e r m i n e d  and a t e s t  c o n s t r u c t e d  t o  a s s e s s  
w h e t h e r  or  n o t  t h e  c a n d i d a t e  has  t h e  p o t e n t i a l  t o  
a c q u i r e  t h e s e  s k i l l s  a s  w e l l .
In some i n s t a n c e s ,  t e s t i n g  can  p r o v i d e  f r u i t f u l  
i n s i g h t s  i n t o  j ob  s u c c e s s .  R e i l l y  and Manese ( 1979)  
u s e d  a  m i n i - c o u r s e  t e s t  p e r f o r m a n c e  t o  p r e d i c t  
l e a r n i n g  a b i l i t y  f o r  a new t e l e p h o n e  t e c h n o l o g y .
The o u t p u t  v a r i a b l e  was b a s e d  on t h e  sum of  t h e  s even  
e n d - o f - l e s s o n  t e s t  s c o r e s ,  p l u s  t h e  s c o r e  on a 4 2 - i t e m  
surrmary t e s t .  Time n e c e s s a r y  t o  c o m p l e t e  t h e  c o u r s e  
was a l s o  u s ed  as  an o u t p u t  v a r i a b l e .  R e s u l t s  showed 
t h a t  a c o m b i n a t i o n  of  t i m e  t o  c o m p l e t e  t h e  c o u r s e  and 
p e r f o r m a n c e  on t h e  o b j e c t i v e  t e s t s  was p r e d i c t i v e  o f  
t i m e  t o  c o m p l e t e  s e l f - p a c e d  t r a i n i n g  i n  e l e c t r o n i c  
s w i t c h i n g .  C r o s s - v a l i d a t e d  e s t i m a t e s  o f  v a l i d i t y  w er e  
u sed  t o  d e v e l o p  e s t i m a t e s  of  u t i l i t y  g i v e n  d i f f e r e n t  
s e l e c t i o n  r a t i o s .
P e r s o n a l  C h a r a c t e r i s t i c s  as  P r e d i c t o r s
K r o u t  ( 1975)  and M a y f i e l d  ( 1972)  u t i l i z e d  a f a c t o r  
a n a l y s i s  of  p e r s o n a l  c h a r a c t e r i s t i c s  in  a p e e r  r e v i e w  
s e t t i n g  t o  p r e d i c t  f u t u r e  s u c c e s s  of  management  l e v e l  
e m p l o y e e s .  The m e t h o d o l o g y  u t i l i z e d  13 p e r s o n a l
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c h a r a c t e r i s t i c s  wh i ch  r e s u l t e d  in two f a c t o r s ,  impac t  
and t a c t f u l n e s s ,  w i t h  t e n  i t e m s  l o a d i n g  on i m p a c t .
These  f a c t o r s  were  t h e n  compared t o  f u t u r e  p e r ­
f o rmance  f o r  t h e  emp l oyees  t o  d e t e r m i n e  w h i c h ,  i f  
e i t h e r ,  was an e f f e c t i v e  p r e d i c t o r  of  s u c c e s s  as  
d e t e r m i n e d  by f u t u r e  p r o m o t i o n s  and f u t u r e  m a n a g e r i a l  
p e r f o r m a n c e  r a t i n g s .  Pee r  g r ou p s  and e x e c u t i v e  r a t ­
i ngs  we r e  b o t h  u s ed  and i t  was found  t h a t  p e e r  r a t i n g s  
were  b e t t e r  p r e d i c t o r s  of  p r o m o t i o n s ,  w h i l e  e x e c u t i v e s  
were  b e t t e r  p r e d i c t o r s  o f  h i g h  p e r f o r m a n c e  r a t i n g s .
The p e e r  g r o u ps  we r e  formed in a t r a i n i n g  e n v i r o n m e n t  
so t h a t  t h e  r a t e s  would  n o t  be a f f e c t e d  by r i v a l r i e s .
Ba l e  and R i c k u s  ( 1 97 3 )  u t i l i z e d  an i n d i v i d u a l  d i f ­
f e r e n c e  c r i t e r i o n  s e t  t o  p r e d i c t  s u c c e s s  i n  n a v a l  f l i g h t  
t r a i n i n g .  Us i ng  a m u l t i p l e  c o r r e l a t i o n  m e t h o d o l o g y ,  t h e  
a u t h o r s  c r e a t e d  a g r o u p  o f  v a r i a b l e s  t h a t  i n c l u d e d  ma th  
e x a m i n a t i o n  s c o r e s ,  u n d e r g r a d u a t e  g r a d e s ,  e t c .  They 
t h e n  formed a p r e d i c t i v e  model  of  s u c c e s s  or  f a i l u r e  in  
g r a d u a t e  f l i g h t  t r a i n i n g  p r o g r a m s .  The model  was a p p l i e d  
t o  h i s t o r i c a l  d a t a  as  a c o m p a r i s o n  c o n t r o l  g r o u p .  The 
t r u e  a t t r i t i o n  r a t e  f o r  t h e  combined sampl e  was 13%. I f  
t h e  p r e d i c t i v e  model  had been  u s e d ,  t h e  a t t r i t i o n  r a t e  
c o u l d  have  been r e d u c e d  t o  8.8% by l i m i t i n g  e n t r a n c e  i n t o  
t h e  p r o g r am .  A p r o b l e m  w i t h  t h i s  t ype  o f  model  i s  t h a t  
f a l s e  n e g a t i v e s  can  a p p e a r .  In o t h e r  w o r d s ,  s omet imes  
t he  model  p r e d i c t e d  f a i l u r e ,  when in a c t u a l i t y ,  t h e
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s u b j e c t  had s u c c e e d e d .  In t h i s  s t u d y  t h e  model  would 
have  r e s u l t e d  in a 6.9% r a t e  o f  f a l s e  n e g a t i v e s ,  w h i l e  
t h e  a c t u a l  f a i l u r e  r a t e  would have  been  r e du ced  by 
41.4%.
P e rh ap s  t h e  mos t  i m p r e s s i v e  a t t r i b u t e  of  t h i s  s t u d y  
i s  t h e  s u c c e s s  of  t h e  m o d e l ,  g i v e n  t h e  n a t u r e  of  t h e  
s u b j e c t s .  The g r oup  of  a v i a t o r s  s t u d i e d  h e r e  can be 
c o n s i d e r e d  a h i g h l y  r e s t r i c t e d ,  homogeneous g roup  in  so 
f a r  a s  t h e y  we r e  t h e  s u r v i v o r s  o f  v i g o r o u s  s c r e e n i n g  and 
t r a i n i n g  p r o c e d u r e s .  F u r t h e r m o r e ,  t h o s e  s e l e c t e d  f o r  
j e t  t r a i n i n g  a r e  n e a r l y  a lways  drawn f rom t h e  t op  o f  t he  
d i s t r i b u t i o n s  of  e a r l y  g round  s c h o o l  and p r i m a r y  f l i g h t  
g r a d e s .  The f a c t  t h a t  i t  i s  p o s s i b l e  t o  p r e d i c t  l a t e r  
s u c c e s s  f rom such a h i g h l y  r e s t r i c t e d  sampl e  i s  an 
e n c o u r a g i n g  comment on t h e  s u c c e s s  o f  t h i s  m e t h o d o l o g y .
Hanson u t i l i z e d  p e r s o n a l i t y ,  b i o g r a p h i c a l  d a t a  and 
c o g n i t i v e  f a c t o r s  t o  p r e d i c t  a c c i d e n t s  (Hansen ,  1989) .
He u t i l i z e d  t h e  B e n n e t t  and t h e  Wonder l i e  P e r s o n n e l  T e s t s  
as  a m e a s u r e  o f  c o g n i t i v e  a b i l i t i e s  and t h e  G en e r a l  S o c i a l  
M a l a d j u s t m e n t  S c a l e  as  a m e a s u r e  of  p e r s o n a l i t y .  Demo­
g r a p h i c  v a r i a b l e s  of  i n t e r e s t  w e r e  a g e ,  j ob  e x p e r i e n c e ,  
and a c c i d e n t  r i s k .  The a u t h o r  sampl ed  362 p r o d u c t i o n  and 
m a i n t e n a n c e  w o r k e r s  a t  a l a r g e  c h e m i c a l  p r o c e s s i n g  company.
His  a n a l y s i s  found t h a t  t h e  v a r i a b l e s  used  c o u l d  e x p l a i n  
57% of  t h e  v a r i a t i o n  in  a c c i d e n t  r a t e  among t h e  employees  
t e s t e d .
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Day and S i l v e r m a n  ( 1 9 8 9 ) ,  l i k e w i s e ,  s t u d i e d  t h e  
e f f e c t  of  p e r s o n a l i t y  and j ob  p e r f o r m a n c e .  The 
r e s e a r c h e r s  d e v e l o p e d  a  p e r f o r m a n c e  a p p r a i s a l  form 
w i t h  s i x  p e r f o r m a n c e  d i m e n s i o n s  i d e n t i f i e d  as  b e i n g  
i m p o r t a n t  t o  j ob  s u c c e s s .  These  i n c l u d e d  (1)  p o t e n ­
t i a l  f o r  s u c c e s s ,  (2 )  t e c h n i c a l  a b i l i t y ,  (3 )  t i m e l i ­
n es s  of  wo rk ,  (4 )  c l i e n t  r e l a t i o n s ,  (5)  c o o p e r a t i o n ,  
and (6)  work e t h i c .  The a u t h o r s  t h e n  a sked  seven  
a c c o u n t i n g  p a r t n e r s  t o  p r o v i d e  p e r f o r m a n c e  r a t i n g s  
on 43 a c c o u n t a n t s  who w er e  e i t h e r  c u r r e n t  or  p a s t  
employees  of  a medium s i z e d  a c c o u n t i n g  f i r m .  Each 
p a r t n e r  was a s k e d  t o  r a t e  e v e r y  employee  i n d e p e n d e n t l y  
u s i n g  t h e  s i x  s c a l e s .
P e r s o n a l i t y  was m e a s u r e d  by u s i n g  s c o r e s  on t h e  
P e r s o n a l i t y  R e s e a r c h  Form.  T h i s  form m e a s u re d  such 
p e r s o n a l i t y  t r a i t s  a s  i mp u l se  e x p r e s s i o n ,  o r i e n t a t i o n  
towar ds  wo rk ,  and d e g r e e  and q u a l i t y  of  i n t e r p e r s o n a l  
o r i e n t a t i o n .  The r e s u l t s  i n d i c a t e d  t h a t  work o r i e n t a ­
t i o n  and i n t e r p e r s o n a l  o r i e n t a t i o n  wer e  s i g n i f i c a n t l y  
r e l a t e d  w i t h  a t  l e a s t  t h r e e  o f  t h e  p e r f o r m a n c e  d imen­
s i o n s  .
L i f e  H i s t o r y  Q u e s t i o n n a i r e s  as  P r e d i c t o r s
One of  t h e  mos t  w i d e l y  a c c e p t e d  t r u i s m s  in  p s y c h o ­
logy i s  t h a t  t h e  b e s t  p r e d i c t o r  of  f u t u r e  b e h a v i o r  i s
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p a s t  b e h a v i o r .  T h i s  u n d o u b t e d l y  p r o v i d e d  t h e  i mp e t us  
f o r  t h e  d e ve lo p m en t  o f  t h e  L i f e  H i s t o r y  Q u e s t i o n n a i r e  
(LHQ). The L i f e  H i s t o r y  Q u e s t i o n n a i r e  e l i c i t s  c ompr e ­
h e n s i v e  i n f o r m a t i o n  by c o v e r i n g  s uc h  a r e a s  as  p l a c e  o f  
r e s i d e n c e ,  s i z e  o f  hometown,  t y p e  and s i z e  of  r e s i d e n c e ,  
s i z e  and c o m p o s i t i o n  o f  f a m i l y ,  q u a l i t y  o f  food  and 
c l o t h i n g ,  h e i g h t ,  w e i g h t ,  e t c .  Q u e s t i o n s  i n  t h e  LHQ 
e m p ha s i z e  t h e  o c c u r r e n c e  o f  e v e n t s  r a t h e r  t h a n  a t t i ­
t u d e s  and f e e l i n g s .  For  e x a m p l e ,  a q u e s t i o n  may be 
p h r a s e d  as  " I n  wha t  s i z e  communi ty  do you l i v e ? "  
r a t h e r  t h a n  " In  w ha t  s i z e  communi ty would  you p r e f e r  
t o  l i v e ? "
H e l m re i ch  and Bakeman (1973)  u s e  a l i f e  h i s t o r y  
q u e s t i o n n a i r e  t o  c r e a t e  p r e d i c t o r  v a r i a b l e s  f o r  p e r f o r ­
mance in  n a v a l  d i v e r  t r a i n i n g .  The s t u d y  was d e s i g n e d  
t o  p r e d i c t  a p a s s / f a i l  d i c h o t o m o u s  v a r i a b l e  and a t h r e e ­
t i e r e d  s u c c e s s  v a r i a b l e .  For  e x a m p l e ,  d i d  t h e  s u b j e c t  
p a s s ?  And i f  s o ,  w er e  t h e  s c o r e s  of  t h e  s u b j e c t  in  t h e  
uppe r  o n e - t h i r d  o f  t h e  c l a s s ,  t h e  m i d d l e  t h i r d  o r  t h e  
lower  t h i r d ?
S u b j e c t s  w e r e  e n l i s t e d  men i n  t h e  Navy.  Some o f  t h e  
r e s u l t s  we r e  u n e x p e c t e d .  For  e x a m p l e ,  t h e r e  e x i s t e d  a 
h i g h  c o r r e l a t i o n  be t ween  r e c e i v i n g  p h y s i c a l  a f f e c t i o n  
and s u c c e s s  in  m i l i t a r y  t r a i n i n g .  Academic  p e r f o r m a n c e  
( a c h i e v e m e n t )  i n  s c h o o l  was more  i m p o r t a n t  t h a n  raw i n t e l ­
l i g e n c e ,  p e r h a p s  s u g g e s t i n g  t h a t  a s t r o n g  work e t h i c  o u t ­
we ighs  t h e  i n h e r e n t  a d v a n t a g e s  of  h i g h  i n t e l l i g e n c e .  A
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s i g n i f i c a n t  p r i m o g e n i t u r e  ( e f f e c t  o f  b e i n g  t h e  f i r s t  
b o r n  i n  a f a m i l y )  a s s o c i a t i o n  s u g g e s t e d  t h a t  b i r t h  
o r d e r  i s  a l s o  s i g n i f i c a n t .  S o c io e co n o m i c  p r e d i c t o r s  
w e r e  s t r o n g l y  r e l a t e d  t o  t h e  p a s s / f a i l  c r i t e r i o n ,  bu t  
n o t  t o  t h e  l e v e l  of  s u c c e s s .  H e a l t h  was no t  c o r r e l a t ­
ed t o  s u c c e s s ,  b u t  a t h l e t i c  h o n o r s  w e r e .
H a r r i s o n  and H u l i n  ( 1 9 8 9 ) ,  l i k e w i s e ,  f ound  l i f e  
h i s t o r y  i n f o r m a t i o n  t o  be u s e f u l  i n  p r e d i c t i n g  work 
a b s e n c e s .  They p e r f o r m e d  two s t u d i e s  i n v o l v i n g  a t ­
t e n d a n c e  r e c o r d s  of  2 , 1 3 0  f u l l - t i m e  w h i t e  c o l l a r ,  
incumbent  employees  of a n a t i o n a l  f i n a n c i a l  s e r v i c e  
o r g a n i z a t i o n .  U t i l i z i n g  s t e p w i s e  r e g r e s s i o n ,  t h e  
a u t h o r s  i n c l u d e d  f o r t y  p r e d i c t o r s  i n  t h e i r  m o d e l .
They f ound  t h a t  a g e ,  m a r i t a l  s t a t u s ,  l e v e l  of  e d u c a ­
t i o n ,  income and l o c a t i o n  t o  be t h e  p r i m a r y  i n d i c a t o r s  
of  p r o p e n s i t y  t o  m i s s  w o r k .
A t t i t u d e s  as  P r e d i c t o r s
R e s e a r c h  on v a r i o u s  a t t i t u d e s  a s s o c i a t e d  w i t h  job 
t r a i n i n g  has  u s u a l l y  been  c e n t e r e d  a round  m o d i f i c a t i o n s  
of  a t t i t u d e s  t owa rds  work d u r i n g  t r a i n i n g  (Ryman & 
B i e r s n e r ,  1975) .  F i n c h  ( 1971)  i n v e s t i g a t e d  t h e  r e l a t i o n ­
s h i p  o f  t h e s e  work a t t i t u d e s  t o  l a t e r  j ob  p e r f o r m a n c e .
He showed t h a t  t r a i n e e ' s  a t t i t u d e s  t oward  a u t o m o t i v e  
r e p a i r  w er e  u n i q u e l y  a s s o c i a t e d  w i t h  t h e  a c c u r a c y  of
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a u t o m o b i l e  t r o u b l e - s h o o t i n g  p e r f o r m a n c e  a f t e r  c o m p l e t i o n  
of  t r a i n i n g .  T h i s  would  seem t o  s u g g e s t  t h a t  s u c c e s s  in  
t r a i n i n g  improves  t h e  c o n f i d e n c e  of  w o r k e r s  and t h u s  
i mpr oves  t h e i r  a t t i t u d e s  t owar d  t h e i r  j o b s .
Ryman and B i e r s n e r  ( 1975)  formed a q u e s t i o n n a i r e  t o  
d e r i v e  f a c t o r s  c o n c e r n i n g  a t t i t u d e s  toward  j o b s  and 
t r a i n i n g  in g e n e r a l .  The f a c t o r  a n a l y s i s  r e v e a l e d  a 
t r a i n i n g  c o n f i d e n c e  f a c t o r ,  a  l e a d e r s h i p  s c a l e ,  a t r a i n ­
ing f a c t o r  and a c o n f o r m i t y  s c a l e .  These  we r e  t h e n  
a p p l i e d  t o  t h r e e  l e v e l s  of  t r a i n i n g  and t h r e e  r e a s o n s  
f o r  f a i l u r e  t o  c o m p l e t e  t h e  t r a i n i n g  c o u r s e .
A t t i t u d e s  of  c o n f i d e n c e  a b o u t  t r a i n i n g  we r e  found 
t o  be i d e n t i f i a b l e  and v a l i d  f o r  p r e d i c t i n g  s u c c e s s  in 
two o f  t h e  l e v e l s  o f  t r a i n i n g .  Two p r i m a r y  r o t a t e d  
f a c t o r s  we r e  common t o  t h e  two s e p a r a t e  g r o u p s .  These  
we r e  " t r a i n i n g  c o n f i d e n c e , ” which  was u s e f u l  in  p r e ­
d i c t i n g  t r a i n i n g  s u c c e s s  and v o l u n t e e r  d r o p s .  L e a d e r s h i p  
was f ound  t o  be p r e d i c t i v e  o f  s u c c e s s  i n  one o f  t h e  
s ampl es  u s e d .  These  r e s u l t s  s u g g e s t  t h a t  unde r  c o n d i t i o n s  
i n  wh i c h  f a i l u r e  d u r i n g  t r a i n i n g  o c c u r s ,  s p e c i f i c  a t t i t u d e s  
t owa rd  t r a i n i n g  can be u s e d  t o  s e l e c t  t h o s e  who w i l l  mos t  
l i k e l y  s u c c e e d .  The model  was e s p e c i a l l y  a c c u r a t e  i n  t h e  
p r e d i c t i o n  of  t h o s e  s u b j e c t s  who v o l u n t a r i l y  q u i t  t h e  j o b .
Meyer ,  Paunonen ,  G e l l a t l y ,  G o f f i n  and J a c k s o n  (1989)  
s t u d i e d  t h e  c o r r e l a t i o n  be tween  o r g a n i z a t i o n a l  commitment  
and j ob  p e r f o r m a n c e .  They u t i l i z e d  Mowday' s  O r g a n i z a t i o n a l
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Commitment q u e s t i o n n a i r e  t o  m e a s u r e  t h e  commitment  and 
job p e r f o r m a n c e  was m e a s u r e d  u s i n g  s u p e r v i s o r ' s  r a t i n g s  
The s u b j e c t s  of  t h i s  e x p e r i m e n t  w er e  f i r s t  l e v e l  
manage r s  i n  a l a r g e  food s e r v i c e  o r g a n i z a t i o n .  These  
ma nage r s  we r e  e v a l u a t e d  by t h e i r  d i s t r i c t  m a n a g e r s .
They f ound  s i g n i f i c a n t  c o r r e l a t i o n s  among a l l  p e r f o r ­
mance m e a s u r e s  and t h e  c o n s t r u c t  of  commi tment .
In an a u d i t i n g  c o n t e x t  Bamber ,  Snowbal l  and Tubbs
(1989)  a n a l y z e d  t h e  e f f e c t s  of  r o l e  c o n f l i c t  and r o l e  
a m b i g u i t y  on t h e  s t r u c t u r e  o f  an a u d i t .  They d e f i n e d  
r o l e  c o n f l i c t  as  t h e  p r e s e n c e  of  i n c o m p a t i b l e  r o l e  
p r e s s u r e s  and r o l e  a m b i g u i t y  as  t h e  l a c k  of  c l a r i t y  
of  b e h a v i o r a l  r e q u i r e m e n t s .  They me a s u r e d  r o l e  c o n ­
f l i c t  and r o l e  a m b i g u i t y  u s i n g  R i z z o ' s  1970 s c a l e .  
U t i l i z i n g  a u d i t  s e n i o r s  of  f o u r  Big E i g h t  a c c o u n t i n g  
f i r m s ,  t h e  a u t h o r s  r e c e i v e d  133 r e s p o n s e s  t o  t h e i r  
q u e s t i o n n a i r e .  R e s u l t s  i n d i c a t e d  t h a t  r o l e  s t r e s s  was 
g r e a t e r  f o r  a u d i t o r s  who worked  i n  an u n s t r u c t u r e d  
envi  r o n m e n t .
C h o i ce  of  V a r i a b l e s
The s e l e c t i o n  of  t h e  p a r t i c u l a r  i n d i v i d u a l  d i f ­
f e r e n c e  v a r i a b l e s  t o  u t i l i z e  in  a s t u d y  seems t o  be 
s p e c i f i c  t o  t h e  i n d i v i d u a l  s t u d y .  O f t e n ,  t h e  i n t u i ­
t i v e  a p p r o a c h  in t h e  c h o i c e  of  v a r i a b l e s  i s  q u i t e
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s u c c e s s f u l .  I n f o r m a t i o n  w i t h  t h e  h i g h e s t  v a l i d i t y  
seems t o  have a  p o i n t - t o - p o i n t  c o r r e s p o n d e n c e  w i t h  
t h e  o u t p u t  c r i t e r i o n .  Asher  and S c i a r r i n o  (1974)  
c o n c l u d e d  t h a t  b i o g r a p h i c a l  i n f o r m a t i o n  showed s u b ­
s t a n t i a l l y  h i g h e r  p r e d i c t i v e  v a l i d i t y  when job  
p r o f i c i e n c y  was t h e  o u t p u t  c r i t e r i o n .  O t h e r  p r e ­
d i c t o r s  i n c l u d i n g  i n t e l l i g e n c e ,  p e r s o n a l i t y ,  p e r c e p t i o n ,  
m o t o r  s k i l l s  and m e c h a n i c a l  a b i l i t y  w e r e  l e s s  s u c c e s s f u l  
p r e d i c t o r s .  The g e n e r a l i z a t i o n  seemed t o  be t h a t  f a c t u a l  
and v e r i f i a b l e  h i s t o r i c a l  i n f o r m a t i o n  a b o u t  a p p l i c a n t s  
was t h e  b e s t  p r e d i c t o r  of  f u t u r e  p e r f o r m a n c e  in  s p e c i f i c  
p o s i t i o n s .  A d r a m a t i c  example  o f  how o b s c u r e  t h e s e  
r e l a t i o n s h i p s  can be i s  t h i s  s i n g l e  b i o g r a p h i c a l  q u e s ­
t i o n ,  "As a c h i l d ,  d i d  you e v e r  b u i l d  a model  sTrY p l a n e  
t h a t  f l e w ? "  T h i s  q u e s t i o n ,  a l o n e ,  was as  good a p r e ­
d i c t o r  o f  s u c c e s s  in  f l i g h t  t r a i n i n g  d u r i n g  Wor ld  War 
I I  a s  t h e  e n t i r e  A i r  F o r c e  B a t t e r y  of  t e s t s .  These  
t e s t s  i n c l u d e d  meas ur eme t  of  h a n d - e y e  c o o r d i n a t i o n ,  
i n t e l l i g e n c e  and m a t h e m a t i c a l  a b i l i t y .  I f  a p o i n t - t o -  
p o i n t  t h e o r y  has  m e r i t ,  t h e n  complex work sampl e  t e s t s  
t h a t  a r e  m i n i a t u r e  r e p l i c a s  of o n - t h e - j o b  b e h a v i o r  
s h o u l d  have more  p r e d i c t i v e  power t h a n  s i m p l e  mo to r  
s k i l l s  t e s t s .
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Task C h a r a c t e r i s t i c s
Work sampl e  t e s t s  have  g e n e r a l l y  been  c l a s s i f i e d  
i n t o  t h e  c a t e g o r i e s  of  e i t h e r  mo t o r  or  v e r b a l .  A work 
sampl e  was c l a s s i f i e d  a s  " v e r b a l "  i f  t h e r e  was  a 
p r o b l e m  s i t u a t i o n  t h a t  was p r i m a r i l y  l a n g u a g e - o r i e n t e d  
or  p e o p l e - o r i e n t e d .  In a l m o s t  a l l  s t u d i e s  o f  t h e  mo t o r  
work sampl e  t e s t ,  t h e  j ob  p r o f i c i e n c y  c r i t e r i o n  was a 
s u p e r v i s o r ' s  r a t i n g ,  u s u a l l y  w i t h  a g r a p h i c  s c a l e .  In 
o n l y  a few s t u d i e s  was t h e  r e l i a b i l i t y  of  t h e  c r i t e r i o n  
r a t i n g  r e p o r t e d .  When t h e  c r i t e r i o n  was s u c c e s s  in  
t r a i n i n g ,  t h e  m e a s u r e  was e i t h e r  t h e  c o m p l e t i o n  of  
t r a i n i n g  o r  g r a d e s  a c h i e v e d .  A g a i n ,  t h e  r e l i a b i l i t y  of  
t r a i n i n g  c r i t e r i o n  was r a r e l y  r e p o r t e d .
The m o t o r  t y p e  work sampl e  i n  wh i c h  s u b j e c t s  
p h y s i c a l l y  m a n i p u l a t e d  t h i n g s  was s ec on d  o n l y  t o  t h e  
b i o g r a p h i c a l  i t e m  i n  p r e d i c t i v e  power .  The v e r b a l  work 
s amp l e  was c o n s i s t e n t l y  b e l ow t h e  m o t o r  work  s ampl e  in 
i t s  a b i l i t y  t o  p r e d i c t  j ob  p r o f i c i e n c y ,  b u t  s t i l l  i t  
was i n  t h e  t o p  h a l f  of  t h e  l i s t i n g .  The m o t o r  work 
s ampl e  t e n d e d  t o  be a  somewhat  b e t t e r  p r e d i c t o r  o f  job  
p r o f i c i e n c y  t h a n  of  s u c c e s s  i n  t r a i n i n g .  The r e v e r s e  
seems t o  be t h e  c a s e  f o r  t h e  v e r b a l  work s a m p l e .  When 
s u c c e s s  i n  t r a i n i n g  was t h e  c r i t e r i o n ,  t h e  v e r b a l  work 
sampl e  had s u b s t a n t i a l l y  more  s i g n i f i c a n t  v a l i d i t y  
c o e f f i c i e n t s  t h a n  t h e  m o t o r ,  g e n e r a l l y  in  t h e  r a n g e  of
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. 40  t o  . 4 9 .  One e x p l a n a t i o n  f o r  t h e  r e s u l t s  i s  t h e  
p o i n t - t o - p o i n t  t h e o r y  which  s t a t e s  t h a t  t h e  more  p o i n t s  
in common be t ween  t h e  p r e d i c t o r  and c r i t e r i o n  s p a c e ,  
t h e  h i g h e r  t h e  v a l i d i t y  c o e f f i c i e n t .
One p o t e n t i a l  e x p l a n a t i o n  f o r  t h e  p r e d i c t i v e  power 
o f  complex work s ampl e  t e s t s  i s  t h e  c o n c e p t  o f  "work 
m e t h o d s . "  Th i s  c o n c e p t  s u g g e s t s  t h a t  w o r k e r s  d e v e l o p  
c e r t a i n  work h a b i t s ,  o r  p a r a d i g m s  when a p p r o a c h i n g  a 
t a s k .  Thus ,  t h e  j ob  m i n i a t u r i z a t i o n  t a s k  may e l i c i t  
t h e  a p p l i c a t i o n  o f  t h e s e  f a v o r a b l e  work m e t h o d s .  The 
s u b j e c t  may t h e n  be s u c c e s s f u l l y  a p p l y i n g  them t o  t h e  
e x p e r i m e n t a l  t a s k .
E x p e r i e n c e  i s  an o f f s h o o t  of  t h e  work me t hods  
c o n c e p t .  The m i n i a t u r e  work s ampl e  may be s o r t i n g  
a p p l i c a n t s  i n t o  a c o n t i n u u m  of  i n d i v i d u a l s  w i t h  
p r o g r e s s i v e l y  more  c r i t e r i o n - r e l a t e d  e x p e r i e n c e .
Even i f  a l l  of  t h e  a p p l i c a n t s  do n o t  have  any p r i o r  
e x p e r i e n c e  in a  s p e c i f i c  p o s i t i o n ,  t h e  r e a l i s t i c  work 
s ampl e  t e s t  may be m e a s u r i n g  p r i o r  e x p e r i e n c e  which 
has  t r a n s f e r r e d  t o  t h e  c r i t e r i o n  t e s t .  An e x p e r i e n c e  
f a c t o r  was u s e d  i n  t h e  p r e s e n t  e x p e r i m e n t .
C o l l i n s  (1978)  a t t e m p t e d  t o  u se  s e v e r a l  k i n d s  
o f  i n d i v i d u a l  d i f f e r e n c e  v a r i a b l e s  s i m u l t a n e o u s l y .
The C o l l i n s  s t u d y  a t t e m p t e d  t o  d e t e r m i n e  how p e r s o n a l ­
i t y ,  p e r c e i v e d  bu d g e t  c h a r a c t e r i s t i c s  and a t t i t u d e s  
t oward  t h e s e  c h a r a c t e r i s t i c s  c o r r e l a t e  w i t h  b u d g e t a r y
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r e s p o n s e  a t t i t u d e s .  He u t i l i z e d  t h e  p e r s o n a l i t y  t r a i t  
of  f l e x i b i l i t y  as  m e a s u r e d  by a t e n - i t e m  dogmat i sm 
s c a l e .  He a l s o  used  t h e  d emogr aph i c  v a r i a b l e s  o f  a g e ,  
t e n u r e  i n  job  and j ob  s t a t u s  as  p r e d i c t o r s .  Hi s  
me t ho d o l o g y  i n c l u d e d  a s t e p - w i s e  l i n e a r  r e g r e s s i o n .
A c c o u n t i n g  A p p l i c a t i o n s
Most  of  t h e  a c c o u n t i n g  s t u d i e s  which  u t i l i z e  an 
i n d i v i d u a l  d i f f e r e n c e s  a p p r o a c h  f o c u s  on t h e  impac t  
of  p e r s o n a l  c h a r a c t e r i s t i c s  of  d e c i s i o n  m a k e r s .
T h i s  i s  o f t e n  o p e r a t i o n a l i z e d  w i t h i n  t h e  c o n t e x t  of  
a n a l y z i n g  q u a l i t i e s  o f  judgement  or  t h e  impac t  of  
v a r y i n g  amounts  of  i n f o r m a t i o n  on q u a l i t y  of  j u d g e ­
m e n t .  D r i v e r  and L i n t o t t  (1973)  r e v e a l e d  t h a t ,  
a c r o s s  l e v e l s  of  c o m p l e x i t y ,  i n d i v i d u a l s  w i t h  d i f ­
f e r e n t  d e c i s i o n  s t y l e s  p r o c e s s e d  d i f f e r e n t  amounts  
and d i f f e r e n t  t y p e s  of  i n f o r m a t i o n .  A c c o u n t i n g  
s t u d i e s  b a s e d  on t h e s e  d e v e l o p m e n t s  a t t e m p t e d  t o  
c l a s s i f y  u s e r s  of  i n f o r m a t i o n  by t h e i r  c o g n i t i v e  
s t r u c t u r e .  Some have  a t t e m p t e d  t o  d e s i g n  i n f o r m a t i o n  
sys t e ms  b e s t  s u i t e d  t o  t h e  i n d i v i d u a l  s t y l e  of  t h e  
d e c i s i o n m a k e r s .  C o n s t r u c t s  u s e d  t o  c l a s s i f y  i n d i ­
v i d u a l s  i n c l u d e d  d e c i s i o n  s t y l e  and v a r i o u s  p e r s o n a l i t y  
m e a s u r e s .
For an  and De Co s te r  (1977)  s t u d i e d  t h e  e f f e c t s  of
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p a r t i c i p a t i o n ,  a u t h o r i t a r i a n i s m  and f e e d b a c k  on c o g ­
n i t i v e  d i s s o n a n c e  i n  a s t a n d a r d  s e t t i n g  e n v i r o n m e n t .
The a u t h o r s  s u g g e s t  t h a t  t o  be e f f e c t i v e ,  p e r f o r ­
mance s t a n d a r d s  mu s t  be a c c e p t e d  by t h e  w o r k e r s  as  
v a l i d  g o a l s .  They j u s t i f y  t h e i r  s t u d y  by a d d r e s s i n g  
t h e  p r o b l e m of  how t o  c r e a t e  v a l i d ,  a c c e p t a b l e  p e r ­
f o rmance  c r i t e r i a  in  t h e  d ev e lo p m en t  of  s t a n d a r d  
c o s t  and b u d g e t a r y  s y s t e m s .  T h e i r  i n d i v i d u a l  d i f ­
f e r e n c e  v a r i a b l e s  we r e  t h e  amount  o f  p a r t i c i p a t i o n  
i n  s t a n d a r d  s e t t i n g  and a m e a s u r e  o f  a u t h o r i t a r i a n i s m .  
The o u t p u t  v a r i a b l e  was a m e a s u r e  of  c o g n i t i v e  d i s ­
s o n a n c e .  A l t h o u gh  t h e i r  t h e o r y  i s  w e l l  g r o u n d e d ,  t h e  
s t u d y  i s  weakened by poor  v a r i a b l e  e x p l i c a t i o n  and use  
of  s t u d e n t  s u b j e c t s  t o  m e a s u r e  an o u t p u t  c o n s t r u c t  
( c o g n i t i v e  d i s s o n a n c e )  t h a t  would  be a f f e c t e d  by t i m e .
V a s a r h e l v i  (1977)  u s e d  a p l a n n i n g  c o n t e x t  t o  
f u r t h e r  e x p l o r e  t h e  r e l a t i o n s h i p s  be t ween  d e c i s i o n  s t y l e  
and p e r f o r m a n c e ,  i n f o r m a t i o n  u t i l i z a t i o n  and d e c i s i o n  
s p e e d .  In t h e  e x p e r i m e n t  50 s u b j e c t s  ( a v e r a g e  7 . 4  y e a r s  
o f  b u s i n e s s  e x p e r i e n c e )  made b u s i n e s s  p l a n n i n g  d e c i s i o n s  
u s i n g  an e l a b o r a t e  c a s e  s t u d y  and an i n t e r a c t i v e  d e c i ­
s i o n  s u p p o r t  s y s t e m .  S u b j e c t s  w er e  c l a s s i f i e d  as  e i t h e r  
h e u r i s t i c  or a n a l y t i c  u s i n g  a  t e s t  f o r  c o g n i t i v e  s t y l e .  
The t a s k  i n c l u d e d  b o t h  s t r u c t u r e d  and n o n - s t r u c t u r e d  
p h a s e s  and b o t h  q u a n t i t a t i v e  and q u a l i t a t i v e  d a t a .  Sub­
j e c t  p e r f o r m a n c e  was m e a s u r e d  by t h e  r a n k i n g  of  p l a n s  by
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
a p a n e l  of  j u d g e s .  I n f o r m a t i o n  u t i l i z a t i o n  ( k i n d  and 
q u a l i t y )  was m e a s u r e d  by a s e l f - r e p o r t  q u e s t i o n n a i r e .  
R e s u l t s  i n d i c a t e d  no d i f f e r e n c e  in  p e r f o r m a n c e  ( n e i t h e r  
o v e r a l l ,  no r  comp ar in g  s t r u c t u r e d  and q u a l i t a t i v e  
i n f o r m a t i o n ) .  T h e r e  was weak s u p p o r t  f o r  h e u r i s t i c s  
u s i n g  l e s s  i n f o r m a t i o n  o v e r a l l  and mak ing  f a s t e r  
d e c i  s i o n s .
Us i ng  an a u d i t  t a s k ,  Weber  (1978)  exami ned  t h e  
r e l a t i o n s h i p s  of  a p e r s o n a l i t y  m e a s u r e  ( d o g m a t i s m ) ,  
r i s k - t a k i n g  p r o p e n s i t y  and e x p e r i e n c e  t o  t h e  a c c u r a c y  
v a r i a b i l i t y  of  a u d i t o r ' s  d e c i s i o n s  and t h e  d e g r e e  of  
c o n f i d e n c e  i n  t h o s e  d e c i s i o n s .  Of t w e l v e  h y p o t h e s e s  
t e s t e d ,  o n l y  t h r e e  showed s i g n i f i c a n t  r e s u l t s  and 
two of  t h o s e  we re  i n  an u n e x p e c t e d  d i r e c t i o n .  The 
o n l y  h y p o t h e s i s  c o n f i r m e d  was t h a t  t h e  e x t e n t  of  
a u d i t  p l a n n i n g  d e c r e a s e d  when r i s k - t a k i n g  p r o p e n s i t y  
i n c r e a s e d .
N e i t h e r  o f  t h e s e  s t u d i e s  can be v iewed as  e n ­
c o u r a g i n g  t h e  i d e a  of  t a i l o r - m a d e  i n f o r m a t i o n  s y s t e m s ,  
nor  have  t h e y  p r o v i d e d  much i n s i g h t  i n t o  how p e o p l e  
make d e c i s i o n s .  As V a s a r h e l v i  (1977 )  n o t e d ,  t h e  
f o r m i d a b l e  me as u r e me n t  p r o b l e m s  f a c e d  i n  t h i s  r e s e a r c h  
a r e a  a r e  t h e  l i k e l y  c a u s e  o f  t h i s  f a i l u r e .  These  
p r ob l ems  c o u p l e d  w i t h  t h e  l i k e l i h o o d  t h a t  any e x i s t i n g  
r e l a t i o n s h i p s  a r e  p r o b a b l y  weak t o  b e g i n  w i t h ,  f u r t h e r
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q u e s t i o n  t h e  p o s s i b i l i t y  of  f i n d i n g  m e a n i n g f u l  l i n k s  
be t ween  c o g n i t i v e  c h a r a c t e r i s t i c s  and o v e r t  b e h a v i o r .
Few s t u d i e s  c o n t i n u e  t h e  s e a r c h  f o r  a m e a n i n g f u l  
c o n n e c t i o n  be t ween  c o g n i t i v e  s t r u c t u r e  and d e c i s i o n  
b e h a v i o r .  Most  of  t h e  r e c e n t  work has  e mp h as i z e d  t h e  
i m p o r t a n c e  o f  t a s k  c h a r a c t e r i s t i c s  o r  t h e  i n t e r a c t i o n  
w i t h  c o g n i t i v e  s t r u c t u r e s  ( L i b by  & L e w i s ,  1 9 8 2 ) .
The C a s e  Method of  T r a i n i n g
The c a s e  me t hod  of  t r a i n i n g  i n v o l v e s  t h e  p r e s e n t a ­
t i o n ,  i n  w r i t t e n  f o r m ,  of  a p r o b l e m  in  need  of  a s o l u t i o n .  
J u s t  a s  t r a i n i n g  can  i n v o l v e  t h e  s i m u l a t i o n  o f  a m a c h i n e  
c o n t r o l  t a s k ,  i t  can a l s o  a t t e m p t  t o  s i m u l a t e  c e r t a i n  
a s p e c t s  of  t h e  m a n a g e r ' s  s i t u a t i o n  (Landy ,  1985) .
The employment  o f  t h e  c a s e  me t hod  i n  t h i s  e x p e r i ­
ment  i s  such a s i m u l a t i o n .  In r e c e n t  y e a r s ,  a u d i t i n g  
c a s e  s t u d i e s  have  become an i n t e g r a l  p a r t  of  t h e  i n -  
h o u s e  s t a f f  t r a i n i n g  p r o g r ams  of  mos t  of  t h e  l a r g e r  
a c c o u n t i n g  f i r m s  in  t h e  U n i t e d  Kingdom.  T h e i r  e x p e r i ­
e n c e s  w i t h  t h i s  t r a i n i n g  me t hod  i n d i c a t e  t h a t  i t s  
p o p u l a r i t y  and s u c c e s s  a r e  m a i n l y  a t t r i b u t a b l e  t o  t h e  
s i m u l a t e d  e x p e r i e n c e  o f  r e a l  w o r l d  s i t u a t i o n s  which  
i t  p r o v i d e s  f o r  t h e  f i r m ' s  l e s s  s e n i o r  s t a f f  ( I n n e s  
& M i t c h e l l ,  1 9 8 2 ) .
A p p l i c a t i o n  of  t h e  c a s e  me t hod  i n  a c c o u n t i n g
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r e s e a r c h  i s  n o t  new.  W h i l e  r e s e a r c h i n g  c h a r a c t e r i s ­
t i c s  of  e f f e c t i v e  management ,  some m e t h o d o l o g i c a l  
i s s u e s  i n v o l v i n g  c a s e  s t u d i e s  have  been a d d r e s s e d .  
F i r s t ,  c o n c e r n  ove r  t h e  r e p r e s e n t a t i v e n e s s  of 
e x p e r i m e n t a l  p a r a d i g m s  u sed  i n  t h i s  r e s e a r c h  was 
a d d r e s s e d  by Mock and T u r n e r  (1979)  and Li bby  ( 1 9 7 9 b ) .  
They d e m o n s t r a t e d  how more  r e a l i s t i c  c a s e  m a t e r i a l  
c o u l d  be c o n s t r u c t e d  w i t h i n  t h e  c o n s t r a i n t s  o f  t h e  
ANOVA d e s i g n  i n  t h e i r  i n t e r n a l  c o n t r o l  e v a l u a t i o n  and 
commerc i a l  l e n d i n g  s e t t i n g s .
The r e a c t i o n s  of  p r a c t i t i o n e r s  t o  t h e  Mock and 
T u r n e r  s t u d y  s u g g e s t  t h a t ,  w h i l e  t h e  r e s u l t s  r emain  
e s s e n t i a l l y  u n c h a n g e d ,  a more  r e a l i s t i c  e x p e r i m e n t a l  
p a r a d i gm  made t h e  r e s u l t s  more  c o n v i n c i n g  t o  
p r a c t i c i n g  a c c o u n t a n t s .  Second ,  M o r i a r i t y  and Ba r r on  
(1976 ,  1979) and Rocknes s  and N i k o l a i  ( 1 9 7 7 ) ,  Li bby  
( 1979a )  and Brown (1981)  i n t r o d u c e d  a n a l y t i c a l  t e c h ­
n i q u e s  new t o  t h e  d e c i s i o n  making  l i t e r a t u r e  i n  
a c c o u n t i n g .  The r e s u l t s  of  M o r i a r i t y  and Bar ron  
(1976 ,  1979) q u e s t i o n  w h e t h e r  t h e  i n c r e a s e d  c o m p l e x i t y  
of  c o n j o i n t  me as u r e me n t  l e a d s  t o  s i g n i f i c a n t  b e n e f i t s  
ove r  t h e  s i m p l e r  ANOVA a p p r o a c h  more p r e v a l e n t  i n  t h e  
l i t e r a t u r e .  F i n a l l y ,  Li bby  (1976b)  u s e d  a c o m b i n a t i o n  
of  t h e  w i t h i n - s u b j e c t s  and b e t w e e n - s u b j e c t s  d e s i g n s  t o  
e l i m i n a t e  "demand c h a r a c t e r i s t i c s "  r e s u l t i n g  f r om t he  
f o r m e r .  Demand c h a r a c t e r i s t i c s  o f t e n  r e s u l t  f r om t h e
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wi t h i n - s u b j e c t s  d e s i g n  b e c a u s e  knowledge  of  t h e  e x p e r i ­
m e n t a l  m a n i p u l a t i o n  s e n s i t i z e s  t h e  s u b j e c t s  t o  t h e  
e x p e r i m e n t e r ' s  h y p o t h e s i s ,  t h e r e b y  a f f e c t i n g  t h e  
r e p o n s e  r e s u l t s  (Libby Sc Le wi s ,  1982) .
I n g r e d i e n t s  of  a Good Case
S t u d e n t  s u r v e y s  have  shown t h a t  f a c t o r s  e n h a n c i n g  
r e a l i t y  and o b j e c t i v i t y ,  such  as  t h e  i n c l u s i o n  of  q u o t a ­
t i o n s ,  document  e x t r a c t s  and t a b l e s  make a c a s e  more  
a t t r a c t i v e  and i n t e r e s t i n g  t o  t h e  r e a d e r .  F a c t o r s  
wh i ch  r e d u c e  b r e v i t y  ( s uc h  as  a l e n g t h y  l i s t  of  c h a r a c ­
t e r s ) ,  w i l l  d e t r a c t  f rom i t s  i n t e r e s t  (Quarmby,  1 9 8 4 ) .
Ano t he r  i m p o r t a n t  a t t r i b u t e  o f  s u c c e s s f u l  c a s e  
s t u d i e s  i s  t o  make t h e  p r o b l e m  of  i n t e r e s t  one t h a t  
i s  e a s i l y  i d e n t i f i a b l e  t o  t h e  s u b j e c t s  (Andrews Sc N oe l ,  
1 986) .  B u s i n e s s  r i s k  a n a l y s i s  s h o u l d  u n d o u b t e d l y  be 
o f  i n t e r e s t  t o  sma l l  b u s i n e s s  o w n e r / m a n a g e r s .
E f f e c t i v e n e s s  of t h e  Case  Method
C a r r o l l  (1972)  c o n d u c t e d  a s u r v e y  of  200 t r a i n i n g  
d i r e c t o r s  who worked f o r  t h e  compani es  w i t h  t h e  l a r g e s t  
numbers  of  employees  as  i n d i c a t e d  on F o r t u n e ' s 500 l i s t .  
T h i s  s t u d y  showed t h a t  t h e  c a s e  s t u d y  method was c o n ­
s i d e r e d  an e f f e c t i v e  t r a i n i n g  t o o l .  A q u e s t i o n n a i r e  was
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u t i l i z e d  w hi c h  a s k e d  t h e  t r a i n i n g  e x p e r t s  t o  e x p r e s s  
t h e i r  o p i n i o n s  c o n c e r n i n g  n i n e  d i f f e r e n t  t r a i n i n g  
m e t h o d s .  O p i n i o n s  we r e  s o u g h t  on t h e  b a s i s  of  s i x  
t r a i n i n g  o b j e c t i v e s  and r e s p o n d e n t s  we r e  a sk ed  t o  
s c o r e  e ac h  t e c h n i q u e  as  h i g h l y  e f f e c t i v e ,  q u i t e  
e f f e c t i v e ,  m o d e r a t e l y  e f f e c t i v e ,  l i m i t e d  e f f e c t i v e n s s  
and n o t  e f f e c t i v e .  The t r a i n i n g  o b j e c t i v e s  u s e d  in  
t h i s  s t u d y  w e r e :  a c q u i r e  k n o wl ed g e ,  change  a t t i t u d e s ,
p a r t i c i p a n t  a c c e p t a n c e ,  r e t e n t i o n  of  wha t  i s  l e a r n e d ,  
d e ve lo p m en t  o f  i n t e r p e r s o n a l  s k i l l s  and d eve l opmen t  
of  p r o b l e m  s o l v i n g  s k i l l s .
The n i n e  t e c h n i q u e s  a b o u t  which  o p i n i o n s  were  
r e q u e s t e d  i n c l u d e d  t h e  c a s e  s t u d y ,  d i s c u s s i o n  m e t h o d ,  
l e c t u r e  w i t h  q u e s t i o n s ,  b u s i n e s s  games ,  movie  f i l m s ,  
prograrrmed i n s t r u c t i o n ,  r o l e  p l a y i n g ,  s e n s i t i v i t y  
t r a i n i n g  and t e l e v i s i o n  l e c t u r e .  The mean o v e r a l l  
r a n k i n g s  r a t e d  t h e  c a s e  s t u d y  method  t h e  mos t  e f f e c ­
t i v e .  Case  s t u d i e s  were  r a t e d  f i r s t  f o r  deve l opmen t  
o f  p r o b l e m  s o l v i n g  s k i l l s  and s econd  t o  programmed 
i n s t r u c t i o n  f o r  knowledge  a c q u i s i t i o n ,  p a r t i c i p a n t  
a c c e p t a n c e  and knowledge  r e t e n t i o n .  The low r a t i n g s  
f o r  t h e  c a s e  s t u d y  me thod  w e r e  i n  t h e  a r e a s  of  c h a n g ­
ing a t t i t u d e s  and dev e l o p men t  of  i n t e r p e r s o n a l  s k i l l s .
These  r a n k i n g s  i n d i c a t e  t h a t  t h e  c a s e  s t u d y  s h o u l d  
be an e f f e c t i v e  t o o l  in  s o l v i n g  t h e  p r o b l em a d d r e s s e d  
by t h i s  e x p e r i m e n t .  The p u r p o s e  o f  t h e  e x p e r i m e n t  i s
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
66
c o n c r e t e ,  t h a t  i s ,  t o  e s t a b l i s h  a  t r a i n i n g  t h e o r y  f o r  
l oan  d e f a u l t s  u s i n g  a c c o u n t i n g  d a t a .  Thus ,  t h e  we a k ­
n e s s e s  of  t h e  c a s e  s t u d y  m e t h o d ,  such  a s  impr ov i ng  
m o r a l e ,  i n d i c a t e d  by t h e  low r a n k i n g s  i n  c h a n g i n g  
a t t i t u d e s  and i n t e r p e r s o n a l  s k i l l s  seem somewhat  s u b ­
s e r v i e n t  t o  t h e  s t r e n g t h s .
A d i f f e r e n t  a s p e c t  of  t h e  c a s e  me t hod  may a l s o  
be c o n s i d e r e d .  A l l  b u s i n e s s e s  a r e  r e q u i r e d  t o  m a i n ­
t a i n  f i n a n c i a l  r e c o r d s ,  and t h u s  p r o d u c e  f i n a n c i a l  
s t a t e m e n t s .  App ly in g  t h e  c a s e  me t hod  t o  f i n a n c i a l  
s t a t e m e n t  a n a l y s i s  c o u l d  be c o n s i d e r e d  a job  
m i n i a t u r i z a t i o n  t a s k .  R e s e a r c h  d e s i g n e d  t o  t e s t  t h e  
e f f e c t i v e n e s s  of  job m i n i a t u r i z a t i o n  t a s k s  have  
found t h a t  l e a r n i n g  i s  e nh an c e d  when t h e  s u b j e c t s  a r e  
a s k e d  t o  p e r f o r m  a j o b - r e l a t e d  d u t y  r a t h e r  t h a n  a 
more  g e n e r a l  one (Cohen & P e n n e r ,  1 97 6 ) .  The job  
m i n i a t u r i z a t i o n  can t h u s  a c h i e v e  some o f  t h e  b e n e f i t s  
of  o n - t h e - j o b  t r a i n i n g  ( i . e . ,  t h e  s h a r p e n e d  judgement  
and i n c r e a s e d  p r o f i c i e n c y  r e s u l t i n g  f r om p e r f o r m i n g  a 
d u t y  t h a t  i s  a p p l i c a b l e  t o  a l l  s ma l l  b u s i n e s s  e n v i r o n ­
m e n t s )  (Neumann,  19 8 1 ) ,  and s t i l l  u t i l i z e  t h e  c a s e  
me thod  and i t s  i n h e r e n t  s t r e n g t h s .
In t h e  e x p e r i m e n t a l  s e t t i n g  u t i l i z e d ,  e mp h a s i s  
was p l a c e d  on t h e  f a c t  t h a t  f i n a n c i a l  s t a t e m e n t  
a n a l y s i s  i s  a n e c e s s a r y  p a r t  of  b u s i n e s s  management .  
S k i l l  i n  t h i s  a r e a  can e n ha n c e  t h e  s ma l l  b u s i n e s s
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m a n a g e r ' s  u n d e r s t a n d i n g  of  how b a n k e r s  and c r e d i t o r s  
v i e w  t h e i r  r e s p e c t i v e  c o m p a n i e s .
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CHAPTER 3
THE METHODOLOGY
The R e s e a r c h  Q u e s t i o n s
The p r i m a r y  o b j e c t i v e  o f  t h i s  s t u d y  was t o  d e t e r m i n e  
w h e t h e r  a t r a i n i n g  i n t e r v e n t i o n ,  f o c u s i n g  on f i n a n c i a l  
s t a t e m e n t  r i s k ,  c o u l d  improve  t h e  s u b j e c t s '  u n d e r s t a n d i n g  
of  f i n a n c i a l  s t a t e m e n t s  p ro du c ed  by t h e i r  c o m p a n i e s .  The 
p r i m a r y  h y p o t h e s i s  f o r  t h i s  e x p e r i m e n t ,  s t a t e d  in  t h e  n u l l  
form w a s :
H i :  T h e r e  a r e  no s i g n i f i c a n t
d i f f e r e n c e s  i n  f i n a n c i a l  s t a t e m e n t  
u n d e r s t a n d i n g  be tween  t h e  c o n t r o l  
and e x p e r i m e n t a l  g r o u p s .
R e s e a r c h  i n  p s y c h o l o g y  s u g g e s t s  t h a t  i n d i v i d u a l  
d i f f e r e n c e  t e s t i n g  can p r o v i d e  i n s i g h t  i n t o  t h e  
p e r s o n a l  c h a r a c t e r i s t i c s  which  c o n t r i b u t e  t o  s u c c e s s f u l  
t a s k  c o m p l e t i o n .  These  v a r i a b l e s  may i n c l u d e  a t t i t u d e s ,
68
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de mogr aph i c  i n f o r m a t i o n  or  l i f e  h i s t o r y  d a t a .  As a 
r e s u l t ,  f u r t h e r  h y p o t h e s e s  we r e  t e s t e d  t o  a s c e r t a i n  
wha t  e f f e c t ,  i f  a ny ,  c e r t a i n  i n d i v i d u a l  d i f f e r e n c e s  
had on f i n a n c i a l  s t a t e m e n t  r i s k  a n a l y s i s  and t r a i n i n g .  
These  h y p o t h e s e s  s t a t e d  i n  t h e  n u l l  form a r e :
H2 : The p r i o r  management
e x p e r i e n c e  of  t h e  s u b j e c t  
w i l l  no t  a f f e c t  t h e  p o s t t e s t  
s c o r e s  of  t h e  e x p e r i m e n t a l  
g r o u p .
T h i s  h y p o t h e s i s  i s  i n c l u d e d  as  a t e s t  of  t h e  
e x p e r i e n c e  f a c t o r  in  d e c i s i o n - m a k i n g .  As d i s c u s s e d  
i n  C h a p t e r  Two, a s u b s t a n t i a l  body of  r e s e a r c h  has  
f o c u s e d  on h e u r i s t i c s  as  d e c i s i o n - m a k i n g  a i d s .  The 
work of  Arkes  and H a r k n e s s  (1980)  s u g g e s t e d  t h a t  smal l  
b u s i n e s s  own e r / ma nag e r s  may t e n d  t o  o v e r l o o k  a n o m o l i e s  
i n  t h e i r  f i n a n c i a l  s t a t e m e n t s  s i m p l y  b e c a u s e  t h e y  do 
n o t  r e a l i z e  what  p r ob l ems  t h e s e  a n o m o l i e s  r e p r e s e n t .
The a v a i l a b i l i t y  h e u r i s t i c  a s  i d e n t i f i e d  by 
T v e r s k y  and Kahneman ( 1974)  s u p p o r t s  t h i s  a r g u m e n t .  
T h e i r  work found t h a t  d e c i s i o n —maker s  o f t e n  r e l y  on a 
f a m i l i a r  p a r a d ig m t o  i n t e r p r e t  and s o l v e  p r o b l ems  even 
though  t h a t  p a r a d i gm  may n o t  be a p p r o p r i a t e  f o r  t h e  
p a r t i c u l a r  p r o b l em of  i n t e r e s t .  As a r e s u l t ,  h y p o t h e s  
two was i n c l u d e d  t o  d e t e r m i n e  t h e  e f f e c t  o f  e x p e r i e n c e  
on f i n a n c i a l  s t a t e m e n t  u n d e r s t a n d i n g .
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H3: The income l e v e l  of  t h e  s u b j e c t  
w i l l  n o t  a f f e c t  t h e  p o s t t e s t  s c o r e s  
of  t h e  e x p e r i m e n t a l  g r o u p .
H4: The l e v e l  of  e d u c a t i o n  o f  t he
s u b j e c t  w i l l  n o t  a f f e c t  t h e  p o s t t e s t  
s c o r e s  of  t h e  e x p e r i m e n t a l  g r o u p .
The p o s i t i v e  r e l a t i o n s h i p  be tween  an i n d i v i d u a l ' s  
s c h o o l i n g  and h i s  s u b s e q u e n t  e a r n i n g s  may be u n d e r s t o o d  
t o  r e f l e c t  t h e  p r o d u c t i v i t y - a u g m e n t i n g  e f f e c t s  of  
e d u c a t i o n .  Mi nce r  (1974)  summar i zes  t h i s  r e l a t i o n s h i p  
in a human c a p i t a l  e a r n i n g s  m o d e l .  C o r r e l a t i o n s  b e ­
tween e d u c a t i o n a l  a t t a i n m e n t ,  m e a s u r e d  i n  y e a r s  s p e n t  
a t  s c h o o l ,  and e a r n i n g s  of  i n d i v i d u a l s ,  we r e  f ound  t o  
be p o s i t i v e  b u t  r e l a t i v e l y  w e ak .  Mince r  t he n  expanded  
h i s  s t u d y  t o  i n c l u d e  a v e r a g e  e a r n i n g s  over  g r o u ps  of  
i n d i v i d u a l s  w i t h  v a r y i n g  l e v e l s  of  e d u c a t i o n .  T h i s  
e x p a n s i o n  of  t h e  t h e o r y  r e s u l t e d  in  s t r o n g  d i f f e r e n c e s ,  
i n d i c a t i n g  t h a t  l e v e l  of  e d u c a t i o n  as  me as u re d  by 
s c h o o l i n g  has  a s t r o n g  p o s i t i v e  e f f e c t  on e a r n i n g s  in  
g e n e r a l .
M i n c e r ' s  human c a p i t a l  e a r n i n g s  t h e o r y  p r o v i d e s  
t h e  b a s i s  f o r  h y p o t h e s e s  t h r e e  and f o u r .  S i n c e  t h e  
s u c c e s s  of  sma l l  b u s i n e s s  i s  g e n e r a l l y  m e a s u r e d  by 
t h e  e a r n i n g s  of  t h e  o w n e r s ,  t h e s e  h y p o t h e s e s  we r e  
t e s t e d  t o  d e t e r m i n e  i f  t h e y  l i k e w i s e  would  c o i n c i d e  
w i t h  s u c c e s s  i n  t r a i n i n g  f o r  f i n a n c i a l  s t a t e m e n t  r i s k  
i d e n t i f i c a t i o n .  I m p l i c i t  i n  t h e s e  h y p o t h e s e s  i s  t h e  
a s s u m p t i o n  t h a t  b u s i n e s s e s  w i t h  a h i g h  d e g r e e  of  r i s k
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a r e  more  l i k e l y  t o  f a i l .  Thus i f  a b u s i n e s s  i s  s u c ­
c e s s f u l ,  one  may assume t h a t  b u s i n e s s  r i s k  has  been 
m i n i m i z e d .  T e s t i n g  of  t h e s e  h y p o t h e s e s  w er e  i n c l u d e d  
t o  d e t e r m i n e  w h e t h e r  s u c c e s s f u l  sma l l  b u s i n e s s  owners  
c o u l d  i d e n t i f y  r i s k  as  p r e s e n t e d  i n  t h e i r  f i n a n c i a l  
s t a t e m e n t s  b e t t e r  t h a n  l e s s  s u c c e s s f u l  o w ne r s .
H5 : The e t h n i c  b a c k g r o u n d  of  t h e
s u b j e c t  w i l l  no t  a f f e c t  t h e  p o s t ­
t e s t  s c o r e s  of  t h e  e x p e r i m e n t a l  
g r o u p .
3encks  (1979)  u t i l i z e d  an e l a b o r a t e  s e t  of  s t u d i e s  
t o  m e a s u r e  t h e  e f f e c t s  of  r a c e  and f a m i l y  b a c k g r o u n d  on 
economic  and e d u c a t i o n a l  s u c c e s s  o f  i n d i v i d u a l s .  To 
e x p l a i n  t h e  c o n s t r u c t  o f  f a m i l y  b a c k g r o u n d ,  he s u g g e s t e d  
t h e  f o l l o w i n g  s c e n e r i o .
Imagine  a s e t  of  p a r e n t s  w i t h  an 
i n f i n i t e  number of  s o n s .  I f  t h e i r  
sons  e a r n e d  an a v e r a g e  o f  $16 , 00 0  
w h i l e  t h e  a v e r a g e  man e a r n e d  an 
a v e r a g e  of  $ 1 2 , 0 0 0  we wou l d  say 
t h a t  h a v i ng  t h e s e  p a r t i c u l a r  
p a r e n t s  was w o r t h  an a v e r a g e  of  
$ ^ , 0 0 0 .  Th i s  a d v a n t a g e  w o u l d ,  of  
c o u r s e ,  r e f l e c t  n o t  o n l y  t h e  
e f f e c t s  of  t h e  p a r e n t s  t h e m s e l v e s ,  
b u t  t h e  e f f e c t s  of  t h e  n e i g h b o r h o o d  
i n  which  t h e  p a r e n t s  r a i s e d  t h e i r  
s o n s ,  t h e  s c h o o l s  t o  wh i c h  t h e y  
s e n t  t h e i r  s o n s ,  t h e  economi c  
o p p o r t u n i t i e s  a v a i l a b l e  t o  men in
t h e  p a r e n t ' s  c ommu ni t y  and
many o t h e r  " n o n p a r e n t a l " i n f l u e n c e s .
The o b v i o u s  p ro b l e m i s  t o  d e v i s e  some method  t o
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m e a s u r e  t h i s  c o n s t r u c t  in  an e x p e r i m e n t a l  e n v i r o n m e n t .  
3encks  found t h a t  a good m e a s u r e  o f  f a m i l y  
b ack g r o u nd  was " f a t h e r ' s  o c c u p a t i o n "  o r  " o c c u p a t i o n  of  
p a r e n t ' s  head  of  h o u s e h o l d "  s h o u l d  t h e  f a m i l y  n o t  have  
a l i v i n g  f a t h e r .  T h i s  me t hod  was u s e d  t o  g a t h e r  d a t a  
f o r  h y p o t h e s i s  number f i v e .  S i n c e  t h e  m i s s i o n  o f  t h e  
SBA i s  t o  p r o v i d e  s t a r t u p  a s s i s t a n c e  t o  a b r o a d  r a n g e  
of  p o t e n t i a l  e n t r e p r e n e u r s ,  t h i s  h y p o t h e s i s  was i n ­
c l u d e d  t o  d e t e r m i n e  w h e t h e r  f a m i l y  b a c k g r o u n d  would  
i mpac t  t h e  p o s t t e s t  t r a i n i n g  s c o r e s  of  t h e  e x p e r i m e n t a l  
p a r t i c i p a n t s .
A no t he r  i s s u e  o f  i n t e r e s t  r e l a t e d  t o  h y p o t h e s i s  
number f i v e  i s  t h a t  o f  r a c e  d i f f e r e n c e s .  The Smal l  
B u s i n e s s  A d m i n i s t r a t i o n  has  d e m o n s t r a t e d  an i n t e r e s t  i n  
p r o v i d i n g  a i d  t o  t h e  d e ve lo pm en t  of  m i n o r i t y - o w n e d  
b u s i n e s s e s .  The mo s t  r e c e n t  f i g u r e s  i n d i c a t e d  t h a t  
o n l y  a b o u t  6.4% of  smal l  b u s i n e s s e s  a r e  m i n o r i t y  owned.  
Of t h i s  g r o u p ,  A s i an  Amer i cans  a r e  t h e  mos t  l i k e l y  t o  
own a b u s i n e s s  and b l a c k s  a r e  t h e  l e a s t  l i k e l y .  ( "The  
S t a t e  o f  Smal l  B u s i n e s s , "  1 9 88 ) .  The m a j o r i t y  o f  t h e s e  
b u s i n e s s e s  a r e  c o n c e n t r a t e d  i n  t h e  s e r v i c e  and r e t a i l  
s e c t o r s .  F u r t h e r m o r e ,  t h e  SBA's R e p o r t  t o  t h e  P r e s i d e n t  
( 1 988 )  i n d i c a t e d  t h a t  b l a c k - o wn ed  b u s i n e s s e s  w er e  
s i g n i f i c a n t l y  s m a l l e r ,  b o t h  as  t o  number of  employees  
and volume of  s a l e s ,  t h a n  w er e  b u s i n e s s e s  owned by o t h e r  
m i n o r i t y  g r o u p s .
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S e v e r a l  r e s e a r c h  s t u d i e s  p r o v i d e  i n s i g h t  i n t o  
t h e s e  f i g u r e s .  Welch (1977)  f ound  t h a t  w h i l e  e d u c a ­
t i o n  in g e n e r a l  i n c r e a s e d  e a r n i n g s  a c r o s s  b r o a d  
g r oups  of  s u b j e c t s ,  t h e  e f f e c t s  w er e  s i g n i f i c a n t l y  
s m a l l e r  f o r  n o n - w h i t e  s u b j e c t s .  T h i s  s t u d y  would 
seem t o  i n d i c a t e  t h a t  n o n - w h i t e s  would  n o t  p e r f o r m  as 
w e l l  on t h e  t r a i n i n g  i n t e r v e n t i o n  f o r  f i n a n c i a l  
s t a t e m e n t  r i s k  i d e n t i f i c a t i o n .  Winsbor ough  (1975)  
found t h a t  r a c e  and f a m i l y  b ack g r o u nd  had an i n t e r ­
a c t i v e  e f f e c t .  T h i s  was m a n i f e s t e d  i n  lower  academic  
p e r f o r m a n c e  as a r e s u l t  of  i n a d e q u a t e  v o c a b u l a r y  
t r a i n i n g  f o r  n o n - w h i t e  s u b j e c t s .
S i nc e  t h e  l o a n s  i n i t i a t e d  by t h e  SBA f o r  m i n o r i t y  
b u s i n e s s e s  a r e  d e f a u l t i n g  a t  an a l a r m i n g  r a t e ,  
h y p o t h e s i s  f i v e  i s  i n c l u d e d  t o  d e t e r m i n e  t o  wha t  
e x t e n t  m i n o r i t i e s  can be a i d e d  by a  t r a i n i n g  p rogr am.
H6 : I n d i v i d u a l  d i f f e r e n c e
v a r i a b l e s ,  a s  r e f l e c t e d  by t h e  
a t t i t u d i n a l  q u e s t i o n n a i r e ,  w i l l  
n o t  a f f e c t  t h e  p o s t - t e s t  s c o r e s  
of  t h e  e x p e r i m e n t a l  g r o u p .
H y p o t h e s i s  s i x  i s  i n c l u d e d  in  an a t t e m p t  t o  a s c e r ­
t a i n  t h e  p o s s i b l e  e f f e c t  of  b i o g r a p h i c a l  and a t t i t u d i n a l  
i n f o r m a t i o n  as  p r e d i c t o r s  o f  s u c c e s s  i n  t r a i n i n g .  A 
number of  a u t h o r s  have  r e s e a r c h e d  t h e  i n d i v i d u a l  d i f ­
f e r e n c e  a r e a .  A g e n e r a l  c o n s e n s u s  i s  t h a t  when s e l e c t i n g  
v a r i a b l e s  f o r  h y p o t h e s i s  t e s t i n g ,  t h e  common s e n s e
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a p p r o a c h  i s  mos t  e f f e c t i v e  (Ryman 3c B i e r s n e r ,  1975;
Asher  3c S c i a r r i n o ,  1974;  B a l e  3c R i c k u s ,  1973;  Gordon 
3c Cohen,  1 97 3 ) .  For  e x a m p l e ,  H e l m r e i c h  and Bakemen 
(1973)  found  t h a t  when t e s t i n g  f o r  s u c c e s s  i n  d i v i n g  
s c h o o l ,  r e s u l t s  i n d i c a t e d  t h a t  such v a r i a b l e s  as  
p a r e n t a l  income,  l e v e l  of  e d u c a t i o n  and p r i o r  e x p e r i ­
en c e  in  w a t e r  s p o r t s  we r e  good i n d i c a t o r s  of  s u c c e s s .
Wi th  t h i s  i n  mi n d ,  t h e  f o l l o w i n g  a t t i t u d i n a l  
v a r i a b l e s  were  g a t h e r e d  and a n a l y z e d :  ( 1 ) job 
m o t i v a t i o n ,  (2)  j ob  i n v o l v e m e n t ,  (3 )  d ogma t i s m,  and 
(4 )  l i b e r a l i s m / c o n s e r v a t i s m .  3ob m o t i v a t i o n  and job  
i n vo l v e me n t  we r e  c hos en  b e c a u s e  s m a l l  b u s i n e s s  owne r /  
manage r s  o f t e n  mus t  spend  a g r e a t  d e a l  of  t i me  
e s t a b l i s h i n g  t h e i r  b u s i n e s s e s .
Dogmat ism was c hosen  b e c a u s e  t r a i n i n g  i n  f i n a n c i a l  
s t a t e m e n t  a n a l y s i s  may r e q u i r e  t h a t  some owners  change  
t h e y  way t h e y  have  made d e c i s i o n s  i n  t h e  p a s t .  I f  a 
p a r t i c u l a r  owne r / manage r  i s  i n f l e x i b l e  by natu'c'fe, t h e y  
may no t  do w e l l  in  t h e  t r a i n i n g  s i m p l y  b e c a u s e  t h e y  w i l l  
n o t  c ho ose  t  o u t i l ; ze t h  s  ms t h c d s  t  t  * r s l y i n ^  or* 
t h e i r  o l d  me t hods  i n s t e a d .
The 1 i b e r a l i s m / c o n s e r v a t i s m  m e a s u r e  was c ho se n  
b e c a u s e  one of t h e  m a j o r  p rob lems  of  s mal l  b u s i n e s s  i s  
c a s h  management  ( L i e b t a g ,  1987) .  Thus ,  one  m i g h t  
r e a s o n a b l y  e x p e c t  a more  c o n s e r v a t i v e  i n d i v i d u a l  t o  be 
more  p r u d e n t  in  t h a t  a r e a .  F u r t h e r m o r e ,  B aumgar t e l  and
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3 e a n p i e r r e  (1972)  f ound  t h a t  " r i s k  t a k e r s "  w er e  
t y p i c a l l y  more  i n n o v a t i v e  and  i t  seems l o g i c a l  
t h a t  i n n o v a t i v e  p e o p l e  would  be more  l i k e l y  t o  
s t a r t  t h e i r  own b u s i n e s s e s  t h a n  would  p e o p l e  who 
w e r e  n o t  i n n o v a t i v e .
Ano t he r  a s p e c t  of  t h i s  t y p e  o f  r e s e a r c h  t h a t  
s h o u l d  be c o n s i d e r e d  i s  t h e  f a c t  t h a t  mos t  t r a i n i n g  
m e a s u r e s  a t t e m p t  t o  c a p t u r e  o n l y  f i n a l  r e s u l t s .
For  e xa mp l e ,  in t h i s  s t u d y ,  an a t t e m p t  t o  m e a s u r e  
u n d e r s t a n d i n g  of  r i s k  as  e x e m p l i f i e d  by f i n a n c i a l  
s t a t e m e n t s  i s  p r e d i c a t e d  on t h e  f a c t  t h a t  t h e  s u b ­
j e c t s  can r e a d  f i n a n c i a l  s t a t e m e n t s  and u n d e r s t a n d  
wha t  i s  mean t  by t h e  d e s i g n a t i o n s  " a s s e t s , "  
" l i a b i l i t i e s , "  and o t h e r  a c c o u n t i n g  t e r m s .  T h i s  
e x p e r i m e n t  makes no a t t e m p t  t o  m e a s u r e  t h e  s k i l l s  
t h a t  a r e  n e c e s s a r y ,  b u t  i n s u f f i c i e n t  in  t h e m s e l v e s  
f o r  s u c c e s s  as a s m a l 1- b u s i n e s s  manager  ( A t k i n s o n ,  
1 9 7 3 ) .
The R e s e a r c h  D e s ig n  
The P r e t e s t / P o s t t e s t  D e s i g n
The s t u d y  u t i l i z e d  a  w i t h i n  s u b j e c t s  d e s i g n  in  
an e f f o r t  t o  r e d u c e  e r r o r  v a r i a n c e .  The f a c t  t h a t  
t h e  e n t i r e  e x p e r i m e n t  r e q u i r e d  o n l y  a bo u t  t h r e e  h o u r s
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t o  c o m p l e t e  h e l p e d  t o  m i n i m i z e  t h e  f a t i g u e  f a c t o r  
and c a r r y - o v e r  e f f e c t s  wh i ch  a r e  o f t e n  n e g a t i v e l y  
a s s o c i a t e d  w i t h  t h i s  t y p e  of  d e s i g n .
The d e s i g n  employed in  t h i s  e x p e r i m e n t  was t he  
u n t r e a t e d  c o n t r o l  g r o up  d e s i g n  w i t h  p r e t e s t  and 
p o s t t e s t  (See  F i g u r e  1 ) .  T h i s  d e s i g n  i s  g e n e r a l l y  
c o n s i d e r e d  t o  be q u i t e  i n t e r p r e t a b l e  and c o n t r o l s  
f o r  a l l  b u t  f o u r  t h r e a t s  t o  i n t e r n a l  v a l i d i t y  (Cook 
<5c C a m pb e l l ,  1 97 9) .
I n t e r n a l  V a l i d i t y
One t h r e a t  t o  i n t e r n a l  v a l i d i t y  u n c o n t r o l l e d  by 
t h e  p r e t e s t / p o s t t e s t  d e s i g n  i s  s e l e c t i o n - m a t u r a t i o n .
A s e l e c t i o n - m a t u r a t i o n  t h r e a t  a r i s e s  when t h e  r e s p o n ­
d e n t s  i n  one g roup  a r e  g r o w i n g  more  e x p e r i e n c e d ,  t i r e d  
b o r e d ,  e t c . ,  t h a n  a r e  t h o s e  i n  a n o t h e r  g roup  (Cook & 
Ca m p b e l l ,  i 9 7 9 ) .  T h i s  t h r e a t  i s  n o t  a p p l i c a b l e  in  t h i  
t r a i n i n g  e x p e r i m e n t  b e c a u s e  t h e  e n t i r e  p r o c e s s  took 
o n l y  t h r e e  h o u r s .  F u r t h e r m o r e ,  bo t h  g roups  a c t u a l l y  
p a r t i c i p a t e d  t h e  f u l l  t h r e e  h o u r s  as  a r e s u l t  of  t he  
p l a c e b o  t r e a t m e n t  d i s c u s s e d  l a t e r .  Even though  t h e  
e x p e r i m e n t a l  g ro u p  was g a i n i n g  e x p e r i e n c e ,  i . e . ,  i n  
f i n a n c i a l  s t a t e m e n t  a n a l y s i s ,  t h i s  was due t o  t h e  
t r a i n i n g  i n t e r v e n t i o n ,  t h u s  s e l e c t i o n - m a t u r a t i o n  was 
d i m i n i s h e d  as  a  t h r e a t  t o  i n t e r n a l  v a l i d i t y .
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F igu re  1
The U ntreated  C ontrol Group D esign  
With P r e te s t  and P o s t t e s t
Experimental Group
T rain ing  In te r v e n t io n  R 01 X 02
Control Group R 01 02
No T rain ing  R eceived
Where:
0 = Measures o f the Dependent V a r ia b le  
X = The T rain ing  In te r v e n t io n  
R = Random Subject Assignment to  each Group
I n s t r u m e n t a t i o n  can a l s o  be a t h r e a t  t o  t h e  p r e ­
t e s t / p o s t t e s t  d e s i g n .  The i n s t r u m e n t a t i o n  p r o b l e m  
can be p a r t i a l l y  a l l e v i a t e d  by c l e a r l y  e x p l a i n i n g  t h e  
s c a l e s  used  t o  s u b j e c t  r e s p o n s e s .  For  e x a m p l e ,  a 
L i k e r t - t y p e  s i x  p o i n t  s c a l e  was u t i l i z e d  f o r  a t t i t u d i ­
n a l  me as ur e me n t  ( s e e  a p p e n d i x  C ) . S u b j e c t s  w er e  
a s k e d  t o  e x p r e s s  t o  wha t  e x t e n t  t h e y  a g r e e d  or  
d i s a g r e e d  w i t h  t h e  s t a t e m e n t s  made .  R e s p o n s e s  c o u l d  
r a n g e  f r om:  (1)  Agree  v e r y  s t r o n g l y ,  (2 )  Agree  
s t r o n g l y ,  (3)  A g r e e ,  (4 )  D i s a g r e e ,  ( 5 )  D i s a g r e e  
s t r o n g l y ,  ( 6 ) D i s a g r e e  v e r y  s t r o n g l y .
Random a s s i g n m e n t  of  a p r e d o m i n a n t l y  homogeneous 
g roup  removed t h e  t h r e a t s  of  d i f f e r e n t i a l  s t a t i s t i c a l  
r e g r e s s i o n  and l o c a l  h i s t o r y  (Cook & C a m p b e l l ,  1979) .
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These  t h r e a t s  s u g g e s t  t h a t  i f  t h e  c o n t r o l  g roup  and t h e  
e x p e r i m e n t a l  g ro u p  w er e  d e c i d e d l y  d i f f e r e n t  in  some 
p a r t i c u l a r  r e g a r d ,  t h e  r e s u l t s  of  t h e  e x p e r i m e n t  would 
be i n f l u e n c e d .  The i n t e n t  of  t h i s  e x p e r i m e n t  was t o  
g e n e r a l i z e  o n l y  t o  p o t e n t i a l  u s e r s  o f  SBA l oa ns  or  l oan  
g u a r a n t e e s .  Thus ,  a s u b j e c t  g roup  c o n s i s t i n g  o f  p o t e n ­
t i a l  l oan  u s e r s  was homogeneous  enough t h a t  t h e s e  
t h r e a t s  s h o u l d  n o t  have  a f f e c t e d  t h e  e x p e r i m e n t a l  ou t come.  
As a c o n t r o l  m e a s u r e ,  h owe ve r ,  a t w o - s t a g e  ANOVA was used  
t o  check  f o r  s e l e c t i o n  b i a s .
E x t e r n a l  V a l i d i t y
Campbel l  and S t a n l e y  ( 1 9 6 3 ) ,  s u g g e s t  t h a t  t h r e a t s  
t o  i n t e r n a l  v a l i d i t y  a f f e c t  t h e  r e l a t i v e  p o s t t e s t  
s c o r e s  o f  t h e  e x p e r i m e n t a l  and c o n t r o l  g r o u p s .  That  
i s ,  u n l e s s  t h e  t y p i c a l  t h r e a t s  t o  i n t e r n a l  v a l i d i t y  
a r e  d i s p e l l e d ,  t h e  r e s e a r c h e r  c a n n o t  a t t r i b u t e  t h e  
changes  in p r e t e s t  and p o s t t e s t  s c o r e s  t o  t h e  e x p e r i ­
m e n t a l  i n t e r v e n t i o n .  T h r e a t s  t o  e x t e r n a l  v a l i d i t y ,  
however ,  can  be t e r me d  i n t e r a c t i o n  e f f e c t s  i n v o l v i n g  
t h e  i n t e r v e n t i o n  and some o t h e r  v a r i a b l e .  E x t e r n a l  
v a l i d i t y  t h r e a t s  " r e p r e s e n t  a p o t e n t i a l  s p e c i f i c i t y  
o f  t he  e f f e c t s  o f  X t o  some u n d e s i r a b l e  l i m i t e d  s e t  
of c o n d i t i o n s "  (Campbel l  & S t a n l e y ,  1963) .  As a 
r e s u l t ,  i f  an e x p e r i m e n t  i s  i n t e r n a l l y  v a l i d ,  bu t
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l a c k s  e x t e r n a l  v a l i d i t y ,  t h e  r e s u l t s  o f  t h e  e x p e r i m e n t  
a r e  t h o u g h t  t o  be t r u e ,  b u t  no t  u s e f u l  when a p p l i e d  in 
o t h e r  t i m e s ,  s e t t i n g s  o r  s u b j e c t  g r o u p s .
I t  i s  an u n f o r t u n a t e  maxim of  e x p e r i m e n t a l  r e s e a r c h  
t h a t  w i t h o u t  c e r t a i n  a s s u m p t i o n s  no e x p e r i m e n t a l  r e s u l t s  
can be g e n e r a l i z e d  t o  a g r o up  n o t  p a r t i c i p a t i n g  i n  t h e  
e x p e r i m e n t .  For  e x a m p l e ,  Campbel l  and S t a n l e y  (1963)  
s u g g e s t  t h a t :
Whi l e  complex i n t e r a c t i o n s  and 
c u r v i l i n e a r  r e l a t i o n s h i p s  a r e  
e x p e c t e d  t o  c o n f u s e  a t t e m p t s  
a t  g e n e r a l i z a t i o n ,  t h e y  a r e  
more t o  be e x p e c t e d  t h e  more  
t h e  e x p e r i m e n t a l  s i t u a t i o n  
d i f f e r s  f r om t h e  s e t t i n g  t o  
whi ch  one  w a n t s  t o  g e n e r a l i z e .
Th i s  maxim u n d e r s c o r e s  t h e  i m p o r t a n c e  o f  d e s i g n i n g  a 
c a s e  which  w i l l  be s i m i l a r  t o  a w o r k i n g  s i t u a t i o n  
e n c o u n t e r e d  by t h e  e x p e r i m e n t a l  s u b j e c t s .
As p r e v i o u s l y  m e n t i o n e d ,  e x t e r n a l  v a l i d i t y  t h r e a t s  
a r e  o f t e n  t h e  r e s u l t  of  an i n t e r a c t i o n .  One t h r e a t  t o  
e x t e r n a l  v a l i d i t y  r e s u l t s  when t h e  p r e t e s t  a f f e c t s  t h e  
t r e a t m e n t .  T h i s  t h r e a t  i s  mos t  o f t e n  a p r o b l e m i n  
a t t i t u d i n a l  t y p e  s u r v e y s  w he re  t h e  s u b j e c t s  a r e  s e n s i ­
t i z e d  t o  a p a r t i c u l a r  mode o f  t h i n k i n g  v i a  t h e  p r e t e s t .  
In r e s p o n s e  t o  t h i s  p r o b l e m ,  t h e  a t t i t u d i n a l  p o r t i o n  of  
t h i s  s t u d y  ( t h e  s econdary ,  h y p o t h e s e s )  d i d  n o t  use  a 
p r e t e s t / p o s t t e s t  d e s i g n .  I n f o r m a t i o n  was g a t h e r e d
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d u r i n g  t h e  p r e t e s t ,  and t h e  t r e a t m e n t  made no a t t e m p t  
t o  m o d i f y  a t t i t u d e s .  The a t t i t u d e  d i m e n s i o n s  r e s u l t ­
ing  f r om a q u e s t i o n n a i r e  w e r e  s i mp l y  r e g r e s s e d  on t h e  
p o s t - t e s t  s c o r e s  of  t h e  e x p e r i m e n t a l  g roup  i n  an 
e f f o r t  t o  d e t e r m i n e  wha t  d i m e n s i o n s  w er e  r e l a t e d  t o  
t r a i n i n g  r e s u l t s .
A m a j o r  e x t e r n a l  v a l i d i t y  t h r e a t  i n v o l v e s  t he  
i n t e r a c t i o n  of  s e l e c t i o n  and t r e a t m e n t .  T h i s  t h r e a t  
i m p l i e s  t h a t  t h e  r e s u l t s  g a i n e d  f rom t h e  e x p e r i m e n t  
a r e  a p p l i c a b l e  o n l y  t o  t h e  u n i q u e  p o p u l a t i o n  f r om 
whi ch  t h e  s u b j e c t s  u sed  w er e  drawn (Campbel l  & S t a n l e y ,  
1 9 6 3 ) .  The u s e  of  a c t u a l  members  of  t h e  sma l l  b u s i n e s s  
communi ty g r e a t l y  r e d u c e d  t h e  t h r e a t  o f  s e l e c t i o n  and 
t r e a t m e n t  i n t e r a c t i o n .  D u r i n g  t h e  p r e t e s t ,  i n f o r m a t i o n  
was g a t h e r e d  c o n c e r n i n g  how many of  t he  s u b j e c t s  had 
e v e r  a p p l i e d  f o r  SBA l o a n s .  T h i s  was u s ed  a s  a t e s t  
t o  d e t e r m i n e  i f  t h e r e  we r e  g e n e r a l  d i f f e r e n c e s  be tween  
s u b j e c t s  who u t i l i z e  SBA and t h o s e  who d i d  n o t .
E x p l i c a t i o n  of  C o n s t r u c t s
The p r i m a r y  c o n s t r u c t  i n  t h i s  e x p e r i m e n t  was 
u n d e r s t a n d i n g  of  b u s i n e s s  r i s k  as  e v i d e n c e d  by 
f i n a n c i a l  s t a t e m e n t s .  T h i s  s t u d y  c o n t e n d s  t h a t  a 
t r a i n i n g  i n t e r v e n t i o n  can  improve  r i s k  i d e n t i f i c a t i o n  
and t h u s ,  f i n a n c i a l  s t a t e m e n t  u n d e r s t a n d i n g .  T h i s
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u n d e r s t a n d i n g  can  t h e n  r e s u l t  i n  more  aware  management  
f o c u s ,  wh ich  can  p o t e n t i a l l y  r e d u c e  l oan  d e f a u l t s .  In 
t h i s  e x p e r i m e n t ,  t h e  c o n s t r u c t  o f  " u n d e r s t a n d i n g "  
mean t  t h a t  i n c r e a s e d  s c o r e s  i n  t h e  p o s t t e s t  were  a 
r e s u l t  o f  t h e  t r a i n i n g  i n t e r v e n t i o n .  Thus ,  i n c r e a s i n g  
s c o r e s  w e r e  assumed t o  mean t h a t  u n d e r s t a n d i n g  was 
i n c r e a s i n g  as  w e l l .  The s ec on d  p o r t i o n  of  t h i s  e x p e r i ­
ment  a t t e m p t e d  t o  draw i n f e r e n c e  c o n c e r n i n g  t h e  c o n ­
s t r u c t  o f  u n d e r s t a n d i n g .  The r e g r e s s i o n  a l l o w e d  some 
i n t e r p r e t a t i o n  as  t o  wha t  i n d i v i d u a l  d i f f e r e n c e s  
e nhanc e  u n d e r s t a n d i n g  and w hi c h  ones  do n o t .
E x p l i c a t i o n  of  V a r i a b l e s
The d e p e n d e n t  v a r i a b l e  i n  t h i s  e x p e r i m e n t  was 
s u b j e c t  s c o r e s  g a t h e r e d  a t  t h e  p r e t e s t  and t h e  p o s t t e s t .  
These  s c o r e s  w er e  g a t h e r e d  by summing t h e  t o t a l  c o r r e c t  
r e s p o n s e s  t o  q u e s t i o n s  c o n c e r n i n g  t h e  u n d e r s t a n d i n g  of  
a  s e t  of  f i n a n c i a l  s t a t e m e n t s  p r e s e n t e d  t o  t h e  s u b j e c t s .  
The c o r r e c t  r e s p o n s e s  w e r e  d e t e r m i n e d  u s i n g  a c o n s e n s u s  
a p p r o a c h .
The i n d e p e n d e n t  v a r i a b l e s  u t i l i z e d  i n  t h e  e x p e r i m e n t  
we r e  t h e  d e m o g r a p h i c ,  a t t i t u d i n a l  and p e r s o n a l i t y  d i men­
s i o n s  g a t h e r e d  f rom t h e  s u r v e y  i n s t r u m e n t .  These  r e s u l t s  
we r e  t h e n  c o n v e r t e d  t o  v a r i a b l e s  and r e g r e s s e d  on t h e  
d e p e n d e n t  v a r i a b l e  i n  an a t t e m p t  t o  g a i n  i n f e r e n c e s  as
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t o  w h i c h  s u b j e c t s  p o s s e s s e d  t h o s e  c h a r a c t e r i s t i c s  
a s s o c i a t e d  w i t h  h i g h  r e s p o n s e  s c o r e s  a f t e r  t h e  
t r a i n i n g  i n t e r v e n t i o n .
Measurement  S c a l e
W o l l a c k ,  G o o d a l e ,  W i j i t i n g  and Smi th (1971)  
d e v e l o p e d  a me as ur emen t  s c a l e  t h a t  e m p h as i z e d  p e o p l e ' s  
o r i e n t a t i o n  t o w a r d s  employment  in g e n e r a l .  They f a c t o r  
a n a l y z e d  a q u e s t i o n n a i r e  which  was a d m i n i s t e r e d  t o  495 
e m p l o y e e s .  T h i s  i n s t r u m e n t  a t t e m p t e d  t o  m e a s u r e  t h e  
P r o t e s t a n t  Work E t h i c .  The r e s u l t i n g  s u b - s c a l e  f o r  
"upward s t r i v i n g "  i n c l u d e d  n i n e  q u e s t i o n s  as  d i d  t h e  
s c a l e  f o r  j ob  i n v o l v e m e n t .  Each s u r v e y  i n c l u d e d  s e v e r a l  
n e g a t i v e l y  s c o r e d  i t ems  t o  i n c r e a s e  r e l i a b i l i t y .
Sc h u l z e  (1962)  d e v e l o p e d  a d ogma t i sm s c a l e  d e s i g n e d  
t o  m e a s u r e  how d e e p l y  a p e r s o n  was " s e t  in t h e i r  w a y s . "
The s c a l e  t a k e s  l e s s  t h a n  t e n  m i n u t e s  t o  c o m p l e t e  and has  
a t o t a l  o f  t e n  i t e m s .  The 1 i b e r a 1/ c o n s e r v a t i s m  s c a l e  
d e v e l o p e d  by Shaw and W r i gh t  ( 1967)  i s  d e s i g n e d  t o  m e a s u re  
t h i s  d i m e n s i o n  on a number of  i s s u e s  i n c l u d i n g  p r i v a t e  
e n t e r p r i s e .  T h i s  i n t s t r u m e n t  c o n t a i n e d  26 q u e s t i o n s ,  b u t  
due  t o  a n t i c i p a t e d  t i me  l i m i t a t i o n s  a t  t h e  e x p e r i m e n t ,  
o n l y  14 i t ems  we r e  i n c l u d e d .  These  i n c l u d e d  t h e  f i r s t  
s e v e n  m e a s u r e s  of  l i b e r a l i s m  and t h e  f i r s t  s even  of  
c o n s e r v a t i s m .  A l l  q u e s t i o n n a i r e s  ( Appendix  C) were
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a d m i n i s t e r e d  a t  t h e  b e g i n n i n g  of  t h e  s em i n a r  t o  a l l  
p a r t i c i p a n t s  in  t h e  e x p e r i m e n t  ( s e e  s t e p  t h r e e ,  f i g u r e  
f o u r ,  c h a p t e r  f o u r ) .
S u b j e c t s  we r e  a s k e d  t o  r e s p o n d  t o  a v a r i e t y  of  
s t a t e m e n t s  u s i n g  a s i x  p o i n t  r e s p o n s e  s c a l e .  The 
r e s p o n s e s  r ange d  f rom d i s a g r e e  s t r o n g l y  t o  a g r e e  
s t r o n g l y .  The D ur b i n - Wa ts on  t e s t  was u s ed  t o  check  
t h e  a t t i t u d i n a l  d a t a  f o r  n o r m a l i t y .  I t  was found t o  
be n o n - n o r m a l .  The d a t a  we r e  t h e n  a n a l y z e d  u s i n g  a 
Spearman C o r r e l a t i o n  f o r  non - no r ma l  d a t a .  U s i n g  t h e  
r e s u l t i n g  i n t e r i t e m  c o r r e l a t i o n s ,  t h e  i n t e r n a l  c o n ­
s i s t e n c y  method  (Cronbach  Al pha )  was u s ed  t o  d e t e r m i n e  
t h e  r e l i a b i l i t y  of  t h e  s c a l e s .
Da ta  C o l l e c t  i on
Sub j e c t s
S u b j e c t s  f o r  t h e  s t u d y  w er e  members of  t h e  L o u i s i ­
ana  A s s o c i a t i o n  of  B u s i n e s s  and I n d u s t r y  (LABI) and 
c l i e n t s  of t h e  C a p i t a l  Smal l  B u s i n e s s  Deve l opment  C e n t e r .  
LABI i s  a p o l i t i c a l  a c t i o n  g r oup  h e a d q u a r t e r e d  in  Baton 
Rouge,  L o u i s i a n a .  The p r i m a r y  p u r p o s e  o f  t h e  o r g a n i z a ­
t i o n  i s  t o  lobby t h e  S t a t e  L e g i s l a t u r e  o f  L o u i s i a n a  on 
i s s u e s  of  c o n c e r n  t o  sma l l  b u s i n e s s  w i t h i n  t h e  s t a t e .
The membersh i p  i s  a v a r i e d  mix of  sma l l  b u s i n e s s  o wne r /  
m a n a g e r s ,  p r o f e s s i o n a l  a s s o c i a t i o n s  and management  l e v e l
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employees  o f  l a r g e r  b u s i n e s s e s .  The s ma l l  b u s i n e s s  
r e p r e s e n t a t i o n  a c c o u n t s  f o r  a b o u t  60% o f  t h e  a c t i v e  
members w i t h i n  t h e  m e t r o p o l i t a n  Baton  Rouge a r e a .
The C a p i t a l  Smal l  B u s i n e s s  Deve lopment  C e n t e r  i s  a 
q u a s i g o v e r n m e n t a l  agen c y  f unded  in  p a r t  by S o u t h e r n  
U n i v e r s i t y  and t h e  SBA. The g o a l  of  t h e  C a p i t a l  
C e n t e r  i s  t o  p r o v i d e  i n f o r m a t i o n  and c o u n s e l i n g  t o  
c u r r e n t  and p o t e n t i a l  smal l  b u s i n e s s  owners  and 
m a n a g e r s .  LABI and C a p i t a l  p u b l i c i z e d  t h e  e x p e r i ­
ment  as  a f r e e  method  o f  e d u c a t i n g  s ma l l  b u s i n e s s  
o wn e r / manage r s  in  u n d e r s t a n d i n g  t h e  r i s k  t h a t  i s  
a p p a r e n t  v i a  t h e  f i n a n c i a l  s t a t e m e n t s  o f  t h e  b u s i ­
n e s s .  The m a i l e r  was f o l l o w e d  by phone c a l l s  in  
an a t t e m p t  t o  e n c o u r a g e  p a r t i c i p a t i o n  and e x p l a i n  
t h e  s e m i n a r s .
R e l i a b i l i t y  of  t h e  I n s t r u m e n t
To a s s e s s  t h e  e f f e c t s  of  t h e  i n d i v i d u a l  d i f f e r e n c e  
v a r i a b l e s  p r e v i o u s l y  d i s c u s s e d  on t h e  s u b j e c t s ,  a q u e s ­
t i o n n a i r e  was u s e d  t o  g a t h e r  a t t i t u d i n a l ,  demo gr a ph ic  
and p e r s o n a l i t y  i n f o r m a t i o n .  To be an e f f e c t i v e  
r e s e a r c h  t o o l ,  t h e  q u e s t i o n n a i r e  mus t  be a r e l i a b l e  
m e as u r e  of t h e  c o n s t r u c t s  of  i n t e r e s t .  C l a s s i c a l  t e s t  
s c o r e  t h e o r y  s u g g e s t s  t h a t  a me as u r e me n t  of  any p he no ­
menon c o n t a i n s  a c e r t a i n  amount  o f  e r r o r  (Carmines  & 
Z e l l e r ,  1979) .
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Tr ue  t e s t  s c o r e s  a r e  u n o b s e r v a b l e  and can be 
assumed t o  be t h e  a v e r a g e  s c o r e  an i n d i v i d u a l  m i g h t  
r e c e i v e  i f  t h e  e x p e r i m e n t a l  m e a s u r e  w er e  r e p e a t e d  
an i n f i n i t e  number of  t i m e s .  The o b s e r v e d  t e s t  s c o r e ,  
t h e n ,  c o n t a i n s  some amount  o f  e r r o r .  As a r e s u l t ,  
t h e  r a t i o  of  t he  o b s e r v e d  s c o r e  t o  t h e  t r u e  s c o r e  i s  
c a l l e d  t h e  r e l i a b i l i t y  of  t h e  m e a s u r e  X ( Carmines  & 
Z e l l e r ,  1 97 9) .  R e l i a b i l i t i e s  r a ng e  be t ween  0 . 0 0  and 
1 . 0 0  where  1 . 0 0  i s  a p e r f e c t l y  r e l i a b l e  m e a s u r e  and 
0 . 0 0  i s  c o m p l e t e l y  u n r e l i a b l e .
The re  a r e  g e n e r a l l y  c o n s i d e r e d  t o  be f o u r  me t hods  
of  m e a s u r i n g  t h e  r e l i a b i l i t y  of an e x p e r i m e n t a l  i n s t r u ­
m e n t .  These  i n c l u d e  t h e  t e s t - r e t e s t  m e t h o d ,  t h e  
a l t e r n a t e  form m e t h o d ,  t h e  s p l i t  h a l v e s  me t hod  and 
t h e  i n t e r n a l  c o n s i s t e n c y  m e t h o d .  The i n t e r n a l  c o n s i s ­
t e n c y ,  o f t e n  c a l l e d  t h e  Cr onbach  a l p h a ,  was u se d  
i n  t h i s  e x p e r i m e n t .  The c o e f f i c i e n t  a l p h a  me t hod  r e ­
q u i r e s  o n l y  a s i n g l e  t e s t  a d m i n i s t r a t i o n  and p r o v i d e s  
an u n i q u e  e s t i m a t e  o f  r e l i a b i l i t y  f o r  t h a t  t e s t  a d m i n i s  
t r a t i o n .
The Cronbach  a l p a h  may be e x p r e s s e d  a s :
Alpha  = N/ ( N -  1) [ l  - £ / 2 ( Y i ) /  S  
Where N = The number of  i t ems
^  = The sum o f  i t e m  v a r i a n c e s  
1
ify  = The v a r i a n c e  o f  t h e  t o t a l  c o m p o s i t e  
Thus t o  i n t e r p r e t  t h e  r e l i a b i l i t y ,  t h e  c o e f f i c i e n t  a l p h
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f o r  a t e s t  h a v i n g  2N i t e m s  i s  e q u a l  t o  t h e  a v e r a g e  v a l u e  
of  t h e  a l p h a  c o e f f i c i e n t s  o b t a i n e d  f o r  a l l  p o s s i b l e  
c o m b i n a t i o n s  of  i t e m s  i n t o  two s p l i t - h a l f  t e s t s .  Alpha  
i s  a c o n s e r v a t i v e  e s t i m a t e  o f  r e l i a b i l i t y  s i n c e  t he  
r e s u l t i n g  c o e f f i c i e n t  i s  a lower  bound of  an un we ig h t ed  
s c a l e  o f  N i t ems  ( Ca r mi nes  Sc Z e l l e r ,  1 97 9) .  Should  t h e  
a l p h a  c o e f f i c i e n t  of  t h e  q u e s t i o n n a i r e  be  low,  then  
q u e s t i o n s  w i t h  a lower  i n t e r i t e m  c o r r e l a t i o n  can be 
e l i m i n a t e d  t o  i n c r e a s e  t h e  r e l i a b i l i t y .
E x p e r i m e n t a l  I n t e r v e n t i o n
E x p e r i m e n t a l  p r o c e d u r e s  u s u a l l y  a s s e s s  c a n d i d a t e s  
in  t e rms  of  t e s t  s c o r e s  t h a t  s e r v e  as  p r e d i c t o r s  of  an 
i n de x  of  j ob  s u c c e s s  w h i c h  i s  t h e  p e r f o r m a n c e  or 
c r i t e r i o n  m e a s u r e .  T h i s  r e q u i r e s  an a n a l y s i s  of  t he  
a b i l i t i e s  of  s k i l l s  r e q u i r e d  t o  do t h e  job  s u c c e s s f u l l y  
and t h e n  t e s t s  a r e  c o n s t r u c t e d  t o  m e a s u r e  e ac h  of  t h e  
main  a b i l i t i e s  or  s k i l l s .  In t h i s  s t u d y ,  t h e  a s s u m p t i o n  
was made t h a t  an u n d e r s t a n d i n g  of  f i n a n c i a l  s t a t  eme n + 2 * 5 
n e c e s s a r y  f o r  s u c c e s s f u l  s m a l l  b u s i n e s s  management .
A d m i n i s t r a t i o n  of  t h e  I n t e r v e n t i o n
Members of  LABI and t h e  C a p i t a l  Smal l  B u s i n e s s  
Development  C e n t e r  w e r e  i n v i t e d  t o  p a r t i c i p a t e  in  t h e
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e x p e r i m e n t  t h r o u g h  m a i l i n g s  f r om t h e  r e s p e c t i v e  o r g a n i ­
z a t i o n s .  P u b l i c i t y  f o r  t h e  e x p e r i m e n t  c e n t e r e d  a r o u n d  
t h e  f a c t  t h a t  s m a l l  b u s i n e s s  o wn er / ma nag er s  would  
r e c e i v e  f r e e  i n f o r m a t i o n  a b o u t  f i n a n c i a l  s t a t e m e n t  
a n a l y s i s  wh i ch  was i n t e n d e d  t o  h e l p  them b e t t e r  u n d e r ­
s t a n d  t h e i r  b u s i n e s s e s .  As an a d j u n c t  t o  t h e  e x p e r i m e n t ,  
a t a x  u p d a t e  was a l s o  o f f e r e d  t o  t h e  s u b j e c t s .  The t a x  
u p d a t e  s e r v e d  n o t  o n l y  a s  an a d d i t i o n a l  e n t i c e m e n t  t o  t h e  
s u b j e c t s ,  b u t  a s  an e x p e r i m e n t a l  p l a c e b o  t r e a t m e n t  as  w e l l  
( See F i g u r e  2 ) .
F igure  2
The U ntreated  C ontrol Group D esign  
With P r e te s t  and P o s t t e s t  
Placebo Treatment Added
Experimental Group
T ra in in g  In te r v e n t io n  R 01 XI 02 T
C ontrol Group R 01 T 02 X2
No T ra in in g  R eceived
Where:
0 = Measures o f  the Dependent V ariab le
XI = The Experimental T ra in ing  In te r v e n t io n  
X2 = The D issem in a tio n  o f  T ra in in g  Inform ation  
T = The P lacebo Tax Inform ation  
R = Random Assignment o f  S u b jec ts
S u b j e c t s  w e r e  r andomly  a s s i g n e d  t o  e i t h e r  t h e  
e x p e r i m e n t a l  or  c o n t r o l  g roup  upon a r r i v a l .  The e n t i r e  
e x p e r i m e n t  was p r e s e n t e d  i n  a b o o k l e t  which c o n t a i n e d  
t h e  p r e t e s t  f i n a n c i a l  s t a t e m e n t s ,  q u e s t i o n s  c o n c e r n i n g
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t h o s e  s t a t e m e n t s  and t h e  a t t i t u d i n a l ,  b i o g r a p h i c a l  and 
p e r s o n a l i t y  q u e s t i o n n a i r e .  A f t e r  t h e  s u b j e c t s  had 
c o m p l e t e d  t h i s  p a r t  of  t h e  e x p e r i m e n t ,  t h e y  were  
d i v i d e d  i n t o  two g r o up s  b a se d  on t h e  p r i o r  random 
a s s i g n m e n t .  The c o n t r o l  g r oup  t h e n  r e c e i v e d  t h e  t a x  
u p d a t e  i n f o r m a t i o n ,  w h i l e  t h e  e x p e r i m e n t a l  group 
r e c e i v e d  t h e  t r a i n i n g  i n t e r v e n t i o n .  At t h e  end of  
t h e s e  s e s s i o n s ,  t h e  p o s t t e s t  was a d m i n i s t e r e d .  Upon 
c o m p l e t i o n  of  t h e  p o s t t e s t ,  t h e  g r o up s  were  s w i t c h e d  
so  t h a t  a l l  p a r t i c i p a n t s  we r e  e xp o s e d  t o  a l l  t he  
i n f o r m a t i o n  t h e y  were  p r o m i s e d .  Da ta  c o l l e c t e d  f rom 
t h e  t a x  s e s s i o n  w i l l  be u s ed  f o r  a n a l y s i s  of  a d i f f e r e n t  
s e t  of  h y p o t h e s e s  in a s u b s e q u e n t  s t u d y .
The t a x  i n f o r m a t i o n  h e l p e d  t o  e n c o u r a g e  a t t e n d a n c e  
a t  t h e  e x p e r i m e n t  b e c a u s e  mos t  smal l  b u s i n e s s  p e o p l e  a r e  
a c u t e l y  awar e  o f  t h e  c h a n g i n g  n a t u r e  of  t a x  law and i t s  
e f f e c t s  on sma l l  b u s i n e s s .  F u r t h e r m o r e ,  t h i s  method  
e nhanced  t h e  v a l i d i t y  o f  t h e  e x p e r i m e n t  s i n c e  t h e  p l a c e b o  
t r e a t m e n t  e l i m i n a t e d  h y p o t h e s i s  g u e s s i n g  as  a t h r e a t  t o  
t h e  v a l i d i t y  o f  t h e  s t u d y .
D e s c r i p t i o n  of  t h e  Case
The t r a i n i n g  c a s e  i n v o l v e d  two s e t s  of  two f i n a n c i a l  
s t a t e m e n t s  e a c h .  The c a s e  backgr ound  d e s c r i b e d  one company
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which  i s  l a b o r  i n t e n s i v e ,  t h u s  m i n i m i z i n g  o p e r a t i n g  
l e v e r a g e  (Company A) ,  and a s econd  company whi ch  was 
c a p i t a l  i n t e n s i v e ,  t h u s  m a x i m i z i n g  o p e r a t i n g  l e v e r a g e  
(Company B ) . Company B u t i l i z e d  bank b o r r o w i n g  f o r  
f i n a n c i n g ,  t h u s  m a x i m i z i n g  f i n a n c i a l  l e v e r a g e ,  w h i l e  
company A u t i l i z e d  p r i m a r i l y  o w n e r ' s  e q u i t y  f i n a n c i n g ,  
and t h u s  m i n i m i z e d  f i n a n c i a l  l e v e r a g e .
Bankgrounds  on t h e  compan i es  i n c l u d e d  t h e  f a c t  
t h a t  b o t h  a r e  r e l a t i v e l y  new,  and t h a t  b o t h  o p e r a t e  in  
a m a r k e t  p l a c e  t h a t  i s  r e l a t i v e l y  s t a b l e .  Growth i s  
assumed t o  be s l o w,  b u t  s t e a d y ,  and b o t h  a r e  a p p l y i n g  
fo r  SBA l o a n s  f o r  p u r p o s e s  o f  e x p a n s i o n .
The p o s t t e s t  i n v o l v e d  a n a l y s i s  of  co mp an ie s  C and 
D. The f i n a n c i a l  s t a t e m e n t s  o f  t h e s e  compan i es  we r e  
i d e n t i c a l  t o  c ompan i es  A and B e x c e p t  f o r  t h e  f a c t  
t h a t  t h e  s i z e  o f  t h e  compan i es  v a r i e d .  A l l  r e l a t i o n ­
s h i p s  r ema ined  t h e  same.  Company C had t h e  same 
r e l a t i o n s h i p s  as  Company A, w h i l e  Company D had t h e  
same r e l a t i o n s h i p s  a s  Company B. A s econd  q u e s t i o n n a i r e  
was then  a d m i n i s t e r e d  a s k i n g  t h e  s u b j e c t s  t o  p e r f o r m  t he  
a n a l y s i s  on Companies  C and D.
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CHAPTER 4
DATA ANALYSIS
Th i s  c h a p t e r  d i s c u s s e s  t h e  e x p e r i m e n t a l  s u b j e c t s ,  
t h e  d a t a  c o l l e c t i o n ,  and t h e  s t a t i s t i c a l  a n a l y s i s  which  
was i n t r o d u c e d  i n  C h a p t e r  3.  The t o p i c s  a d d r e s s e d  a r e :  
d a t a  c o l l e c t i o n  m e t h o d s ,  a d e s c r i p t i o n  o f  t h e  e x p e r i ­
m e n t a l  p r o c e d u r e ,  a  d e s c r i p t i o n  of  t h e  s u b j e c t s ,  a n a l y s i s  
of  t h e  p r e t e s t - p o s t t e s t  s c o r e s  and a n a l y s i s  o f  t h e  a t t i -  
t u d i n a l  and d emo g ra p h i c  v a r i a b l e s .
Da t a  C o l l e c t i o n
E x p e r i m e n t a l  S u b j e c t s
S u b j e c t s  o f  t h i s  e x p e r i m e n t  we r e  a c t i v e  members of  
t h e  sma l l  b u s i n e s s  communi ty o f  Baton  Rouge ,  L o u i s i a n a .  
The e x p e r i m e n t  was c o n d u c t e d  i n  two s e s s i o n s .  The f i r s t  
s e s s i o n  was on J u l y  6 , 1988 and t h e  s econd  on O c t o b e r  
10,  1988.
The J u l y  6 g r o u p  w er e  members  of  t h e  L o u i s i a n a  
A s s o c i a t i o n  o f  B u s i n e s s  and I n d u s t r y  (LABI) .  Members
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were  c o n t a c t e d  by p l a c i n g  an announcement  in  t h e  m o n t h l y  
n e w s l e t t e r  t h a t  i s  s e n t  r e g u l a r l y  t o  member s .  I n t e r e s t ­
ed p a r t i e s  were  a s k e d  t o  c o n t a c t  t h e  e x p e r i m e n t o r  t o  
i n d i c a t e  t h e i r  w i l l i n g n e s s  t o  a t t e n d  a  f r e e  s m a l l  b u s i ­
n e s s  s e m i n a r .  Those  who r e s p o n d e d  we r e  t o l d  t h a t  t h e y  
would  be a s k e d  t o  f i l l  o u t  a  s e t  o f  q u e s t i o n n a i r e s .
These  s u r v e y  i n s t r u m e n t s  we r e  u s e d  t o  g a t h e r  t h e  a t t i -  
t u d i n a l  and d e m og r a p h i c  d a t a  f o r  t h e  s t u d y .
The r e s p o n d e n t s  w e r e  t o l d  t h a t  t h e  s e m i n a r  would 
be h e l d  i n  two p a r t s .  One p a r t  o f  t h e  s e mi n a r  i n c l u d e d  
t h e  t r a i n i n g  s e s s i o n  f o r  f i n a n c i a l  s t a t e m e n t  a n a l y s i s .
Th i s  s e c t i o n  p r o v i d e d  t h e  t r e a t m e n t  e f f e c t  f o r  t h e  main  
h y p o t h e s i s  of  t h e  e x p e r i m e n t .  The second  p a r t  of  t h e  
s em i n a r  i n c l u d e d  i n f o r m a t i o n  a b o u t  t h e  p e n d i n g  T a x p a y e r s '
B i l l  o f  R i g h t s  L e g i s l a t i o n .  T h i s  s e c t i o n  p r o v i d e d  t h e  
p l a c e b o  e f f e c t  f o r  t h e  c o n t r o l  g r o u p .  The p o t e n t i a l  
s u b j e c t s  were  t o l d  t h a t  t h e y  would  be a s k e d  t o  f i l l  o u t  
s e v e r a l  s u r v e y  i n s t r u m e n t s  t h r o u g h o u t  t h e  e v e n i n g .  The 
s u b j e c t s  were  a l s o  t o l d  t h a t  t h e  s em i n a r  was b e i n g  c o n ­
d u c t e d  as  p a r t  o f  a d o c t o r a l  r e s e a r c h  p r o j e c t  and t h a t  
t h e r e  would  be no c h a r g e  f o r  t h e  i n f o r m a t i o n  p r e s e n t e d .  
T h i r t y - t h r e e  u s a b l e  i n s t r u m e n t s  were  g a t h e r e d  a t  t h e  
f i r s t  s e s s i o n .
The s econd  s e s s i o n  was h e l d  on O c t o b e r  10,  1988.
These  s u b j e c t s  we r e  c o n t a c t e d  t h r o u g h  t h e  L o u i s i a n a  Smal l  
B u s i n e s s  Development  C e n t e r .  The d i r e c t o r  o f  t h e  c e n t e r
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p r o v i d e d  a l i s t i n g  of  c l i e n t s  f o r  t h e  p a s t  two y e a r s  
and a s p e c i a l  m a i l e r  was s e n t  t o  them e x p l a i n i n g  t h e  
c o n t e n t  of  t h e  s e m i n a r .  I n t e r e s t e d  members t h e n  phoned 
t h e i r  r e g i s t r a t i o n  i n f o r m a t i o n  d i r e c t l y  i n t o  t h e  c e n t e r .  
T h i s  l i s t  was used  by t h e  e x p e r i m e n t o r  t o  f o l l o w - u p  
w i t h  t h e  s u b j e c t s  by phone and e x p l a i n  t h e  p u r p o s e  of  
t h e  s e m i n a r  i n c l u d i n g  t h e  f a c t  t h a t  p a r t i c i p a n t s  would  
be a s k e d  t o  f i l l  ou t  s e v e r a l  q u e s t i o n n a i r e s .  The s econd  
s e s s i o n  p r o v i d e d  f o r t y - s e v e n  p a r t i c i p a n t s  w i t h  u s a b l e  
r e s p o n s e s .
S u b j e c t  Res pons e
The L o u i s i a n a  A s s o c i a t i o n  o f  B u s i n e s s  and I n d u s t r y  
has  a p p r o x i m a t e l y  500 members w i t h i n  t h e  m e t r o p o l i t a n  
Ba t on  Rouge a r e a .  The c l i e n t  l i s t  f o r  t h e  C a p i t a l  Smal l  
B u s i n e s s  Development  C e n t e r  i n c l u d e d  a p p r o x i m a t e l y  200 
bus  i n e s s e s .
The i n c r e a s e d  r e s p o n s e  i n t e r e s t  d e m o n s t r a t e d  by t h e  
C a p i t a l  Smal l  B u s i n e s s  o r g a n i z a t i o n  may be e x p l a i n e d  in 
p a r t  by t h e  n a t u r e  of  t h e  g r o u p ' s  m e m b e r s h i p .  The C a p i ­
t a l  Smal l  B u s i n e s s  Development  C e n t e r  d e a l s  w i t h  c l i e n t s  
who a r e  e i t h e r  i n t e r e s t e d  in  s t a r t i n g  a s m a l l  b u s i n e s s  
or  a r e  a l r e a d y  w o r k i n g  in  t h e  s ma l l  b u s i n e s s  a r e a .  The 
p u r p o s e  o f  C a p i t a l  i s  t o  p r o v i d e  c o n s u l t i n g  s e r v i c e s  f o r  
b u s i n e s s  p e o p l e  who need  h e l p  in  any of  a v a r i e t y  of
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management  p r o b l e m s .  Thus ,  t h e  member sh i p  o f  C a p i t a l  
has  a l r e a d y  i d e n t i f i e d  a need  t o  b e t t e r  u n d e r s t a n d  
t h e i r  b u s i n e s s e s .  The LABI, h o w ev e r ,  i s  p r i m a r i l y  a 
p o l i t i c a l  a c t i o n  g r oup  e s t a b l i s h e d  t o  lobby t h e  
L o u i s i a n a  S t a t e  L e g i s l a t u r e  on i s s u e s  p e r t i n e n t  t o  
smal l  b u s i n e s s .  As a r e s u l t ,  t h e  member sh i p  o f  LABI 
may or  may n o t  f e e l  a need t o  improve  t h e i r  management  
s k i l l s .
The two s e s s i o n s  r e s u l t e d  i n  80 u s a b l e  o b s e r v a ­
t i o n s .  The ANOVA and K r u s k a l - W a l 1 i s  t e s t s  w er e  
u t i l i z e d  t o  d e t e r m i n e  i f  t h e r e  w e r e  any d i f f e r e n c e s  
in t h e  p r e t e s t  s c o r e s ,  t h e  p o s t t e s t  s c o r e s ,  o r  t h e  
demogr aph i c  d a t a  be tween  t h e  p a r t i c i p a n t s  of  t h e  
J u l y  6 and O c t o b e r  10 s e s s i o n s .  No s i g n i f i c a n t  d i f ­
f e r e n c e s  were  found u s i n g  a . 05  a l p h a  l e v e l .  Th i s  
i n d i c a t e d  t h a t  t h e  g r oups  w er e  homogeneous and t h u s  
f u r t h e r  d a t a  a n a l y s i s  was c o n d u c t e d  on t h e  t o t a l  
sample as  a w h o l e .
E x p e r i m e n t a l  P r o c e d u r e
At t h e  b e g i n n i n g  of  t h e  s e s s i o n s ,  t h e  e x p e r i m e n t o r  
c on d uc t e d  a b r i e f  i n t r o d u c t i o n  a t  wh i ch  s p e a k e r s  f o r  t h e  
f i n a n c i a l  s t a t e m e n t  a n a l y s i s  s e s s i o n  and t h e  t a x  u p d a t e  
s e s s i o n  w er e  i n t r o d u c e d .  T h i s  was f o l l o w e d  by a b r i e f  
e x p l a n a t i o n  of  t he  q u e s t i o n n a i r e  b o o k l e t  which  c o n t a i n e d
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t h e  demo gr a ph i c  and a t t i t u d i n a l  s u r v e y s .  T h e s e  s u r v e y s  
were  a d m i n i s t e r e d  a t  t h i s  t i m e .  The s u b j e c t s  we r e  t h e n  
randomly  d i v i d e d  i n t o  two g r o u p s  u s i n g  an e v e n - o d d s  
a p p r o a c h  t o  a random number l i s t .  A f t e r  t h e  p r e t e s t  
( s e e  a p p e n d i x  A) was a d m i n i s t e r e d ,  t h e  g r o u p s  we r e  
s e p a r a t e d  f o r  t h e  r e s t  o f  t h e  e v e n i n g .  The e x p e r i ­
m e n t a l  g r oup  r e c e i v e d  a t e a c h i n g  s e s s i o n  ( a p p r o x i m a t e l y  
one hour  i n  l e n g t h )  on f i n a n c i a l  s t a t e m e n t  a n a l y s i s ,  
w h i l e  t h e  c o n t r o l  g ro u p  was r e c e i v i n g  i n f o r m a t i o n  on t h e  
t a x p a y e r ' s  b i l l  of  r i g h t s  l e g i s l a t i o n  wh i c h  was c u r r e n t l y  
p e nd in g  b e f o r e  t h e  U n i t e d  S t a t e s  C o n g r e s s .  N e i t h e r  of  
t h e  i n t e r v e n t i o n s  w e r e  a d m i n i s t e r e d  by t h e  e x p e r i m e n t o r .
Dave C o r n e l l  a d m i n i s t e r e d  t h e  t r a i n i n g  on f i n a n c i a l  
s t a t e m e n t  a n a l y s i s .  Mr.  C o r n e l l  i s  a Phd .  c a n d i d a t e  a t  
L o u i s i a n a  S t a t e  U n i v e r s i t y .  To a v o i d  e x p e r i m e n t a l  
c o n t a m i n a t i o n ,  Mr.  C o r n e l l  was n e v e r  shown t h e  p r e t e s t  
or  t h e  p o s t t e s t .  He was o n l y  t o l d  t o  p r e p a r e  a one hour  
p r e s e n t a t i o n  on f i n a n c i a l  s t a t e m e n t  a n a l y s i s  f o r  smal l  
b u s i n e s s  c o n c e n t r a t i n g  on r i s k  i d e n t i f i c a t i o n .  Eve lyn  
Hume a d m i n i s t e r e d  t h e  t r a i n i n g  on t h e  Tax P a y e r s '  B i l l  
of  R i g h t s  L e g i s l a t i o n .  Dr .  Hume i s  a f a c u l t y  member a t  
G e o r g i a  S t a t e  U n i v e r s i t y  s p e c i a l i z i n g  i n  t a x a t i o n .
Wh i l e  t h e  e x p e r i m e n t a l  g r o u p  was r e c e i v i n g  t h e  
t r a i n i n g  s e s s i o n  f o r  f i n a n c i a l  s t a t e m e n t  a n a l y s i s ,  t h e  
c o n t r o l  g r oup  was in a n o t h e r  room r e c e i v i n g  t h e  t a x  
i n f o r m a t i o n .  A f t e r  t h e s e  i n i t i a l  t r a i n i n g  s e s s i o n s  we r e
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c o m p l e t e ,  t h e  p o s t t e s t  ( s e e  a p p e n d i x  B) was a d m i n i s ­
t e r e d  t o  t h e  e x p e r i m e n t a l  g r o u p  and t h e  t a x  a t t i t u d e  
t e s t  was a d m i n i s t e r e d  t o  t h e  c o n t r o l  g r o u p .  A f t e r  a 
s h o r t  b r e a k ,  t h e  i n s t r u c t o r s  s w i t c h e d  g r o u p s .  C o f f e e  
and d o n u t s  were  p r o v i d e d  i n  e a c h  room t o  keep  t h e  
g r oups  f rom d i s c u s s i n g  among t h e m s e l v e s  what  had been 
p r e s e n t e d  i n  t h e  o t h e r  s e s s i o n .  A f t e r  t h e  b r e a k ,  t h e  
e x p e r i m e n t a l  g r o u p  r e c e i v e d  t h e  t a x  i n f o r m a t i o n  f o l ­
lowed by t h e  t a x  a t t i t u d e  s u r v e y .  The c o n t r o l  g r o u p ,  
however ,  r e c e i v e d  t h e  p o s t t e s t  and t h e n  t h e  f i n a n c i a l  
s t a t e m e n t  t r a i n i n g  i n f o r m a t i o n .  F i g u r e  3 summar i zes  
t h e  s emi n a r  o r g a n i z a t i o n .
The P r e t e s t
The p r e t e s t  c o n s i s t e d  of  an income s t a t e m e n t  and 
a b a l a n c e  s h e e t  f o r  Smi th  Company and J on e s  Company 
( s e e  a p p e n d i x  A) .  I n f o r m a t i o n  was g i v e n  f o r  t h e  y e a r s  
1986 and 1987.  The J o n e s  Company s t a t e m e n t s  we r e  
s t r u c t u r e d  i n  such  a manner  a s  t o  i n d i c a t e  a h i g h  l e v e l  
of  l e v e r a g e ,  b o t h  f i n a n c i a l  and o p e r a t i n g ,  making  t h a t  
company c o n s i d e r a b l y  more  r i s k y  t h a n  t h e  Smi th  Company.  
For  e x a m p l e ,  t h e  J o n e s  Company r e l i e s  more h e a v i l y  on 
f i x e d  a s s e t s  ( c a p i t a l  i n t e n s e  r a t h e r  t h a n  l a b o r  i n t e n s e )  
t h a n  does  t h e  Smi th  Company.  The J on es  Company i s  a l s o  
f i n a n c e d  by l o n g - t e r m  b o r r o w i n g  a s  opposed  t o  e q u i t y .
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The e x p e r i m e n t a l  p a r t i c i p a n t s  we r e  a s k e d  t o  exami ne  
t h e  f i n a n c i a l  s t a t e m e n t s  of  Smi th  and J on es  and answer  
t e n  q u e s t i o n s  r e l a t i n g  t o  t h o s e  s t a t e m e n t s .  The number 
of  c o r r e c t  r e s p o n s e s  was u se d  as  t h e  p r e t e s t  s c o r e .
The P o s t t e s t
A f t e r  t h e  t r a i n i n g  i n t e r v e n t i o n  was c o m p l e t e d ,  t h e  
e x p e r i m e n t a l  g roup  was a s k e d  t o  c o m p l e t e  t h e  p o s t t e s t  
(Appendix  B ) . The p o s t t e s t  c o n s i s t e d  o f  an income 
s t a t e m e n t  and b a l a n c e  s h e e t  f o r  Logan and B a r n e t t  Com­
p a n i e s .  These  were  l a r g e r  s c a l e d  v e r s i o n s  o f  t he  
S m i t h / J o n e s  s t a t e m e n t s .  Thus ,  B a r n e t t  Company was 
s t r u c t u r e d  c o mp a r a b l e  t o  t h e  J o n e s  Company,  w h i l e  Logan 
Company was s t r u c t u r e d  c o m p a r a b l e  t o  t h e  Smi th  Company.  
The r e s p o n d e n t s  were  t h e n  a s k e d  t h e  same t e n  q u e s t i o n s  
a b o u t  B a r n e t t  and Logan t h a t  t h e y  w er e  a s k e d  a b o u t  Smi th 
and J o n e s .  The p o s t t e s t  was s t r u c t u r e d  so a s  t o  be com­
p a r a b l e  t o  t h e  f i r s t  s e t  of  q u e s t i o n s  in  t h e  p r e t e s t .
The number of  c o r r e c t  r e s p o n s e s  was u s ed  a s  t h e  p o s t t e s t  
s c o r e .  The e n t i r e  e x p e r i m e n t  t o ok  a b o u t  t h r e e  h o u r s  t o  
c o m p l e t e .
D e s c r i p t i o n  o f  S u b j e c t s  
Based on t h e  r e s e a r c h  i n  t h e  i n d i v i d u a l  d i f f e r e n c e s
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a r e a  d i s c u s s e d  i n  C h a p t e r s  two and t h r e e ,  c e r t a i n  demo­
g r a p h i c  and a t t i t u d i n a l  d a t a  was g a t h e r e d  f r om t he  
s u b j e c t s  a t  t h e  t i me  of  t h e  p r e t e s t .  Cr onbach  (1971)  
found t h a t  one o f  t he  ma i n  t y p e s  of  p r e d i c t o r  m e as u r e s  
a r e  m e a s u r e s  o f  " t y p i c a l  p e r f o r m a n c e . "  These  t y p i c a l  
p e r f o r m a n c e  m e a s u r e s  i n c l u d e  i n t e r e s t s ,  p e r s o n a l i t y  
t r a i t s ,  and d emogr aph i c  f a c t o r s .  H e l m r e i c h  and Bakeman 
(1973)  w e r e  p a r t i c u l a r l y  s u c c e s s f u l  in u t i l i z i n g  demo­
g r a p h i c  d a t a  in t h e  de ve l op m en t  of  t h e i r  L i f e  H i s t o r y  
Q u e s t i o n n a i r e  which  was u s ed  t o  p r e d i c t  w h e t h e r  a nava l  
d i v e r  would  p a s s  or  f a i l  t h e  t r a i n i n g  c o u r s e .  The 
demo g r a ph i c  and a t t i t u d i n a l  d a t a  i n  t h i s  s t u d y  was 
g a t h e r e d  t o  d e t e r m i n e  t o  what  e x t e n t  v a r i a t i o n  in  t h e  
d e mo gr ap h i cs  would e x p l a i n  s u c c e s s  i n  t r a i n i n g  f o r  
f i n a n c i a l  s t a t e m e n t  u n d e r s t a n d i n g .  The v a r i a b l e s  of 
i n t e r e s t  we r e  a g e ,  income,  e d u c a t i o n  l e v e l ,  management  
e x p e r i e n c e ,  e t h n i c  b a c k g r o u n d ,  p a r e n t a l  o c c u p a t i o n ,  SBA 
loan i n f o r m a t i o n ,  a s  w e l l  as  w h e t h e r  or  no t  t h e  s u b j e c t  
was c u r r e n t l y  a f f i l i a t e d  w i t h  a s ma l l  b u s i n e s s .  E x h i b i t s  
one t h r o u g h  e i g h t  summar ize  t h i s  d a t a .
The a g e ,  income and e t h n i c  o r i g i n  c a t e g o r i e s  a r e  
t h o s e  u s e d  by t h e  Smal l  B u s i n e s s  A d m i n i s t r a t i o n  on t h e i r  
a p p l i c a t i o n  f o r ms .  The management  e x p e r i e n c e  c a t e g o r y  
i n c l u d e s  e x p e r i e n c e  w o r k i n g  f o r  o t h e r s ,  a s  w e l l  as 
e x p e r i e n c e  o b t a i n e d  w h i l e  o p e r a t i n g  an owned b u s i n e s s .
The p r i m a r y  o c c u p a t i o n  o f  p a r e n t ' s  h o u s e h o l d  v a r i a b l e
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was i n c l u d e d  b e c a u s e  3encks  ( 1979)  found t h a t  t h i s  
q u e s t i o n  was a good s u r r o g a t e  f o r  f a m i l y  b a c k g r o u n d .
As d i s c u s s e d  i n  C h a p t e r  t h r e e ,  f a m i l y  b ack g r o u n d  o f t e n  
has  an e f f e c t  on l e a r n i n g  which  c o u l d  m a n i f e s t  i t s e l f  
in  lower p o s t t e t  s c o r e s  i n  t h i s  e x p e r i m e n t .
EXHIBIT 1 
Age o f  P a r t ic ip a n ts
Number of Per Cent o f
P a r t ic ip a n ts T ota l
21 through 26 17 2 1 .2 5
27 through 32 6 7 .50
33 through 38 16 2 0 .00
39 through 44 7 8 .7 5
45 through 50 11 13 .75
51 through 56 11 13 .75
57 through 62 8 10.00
Over 62 4 5 .0 0
Total 80 100.00
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E X H IB IT  2
Income o f  P a r t ic ip a n ts
Number of Per Cent o f
Under $5 ,000




$5 ,000  to  $10 ,000 6 7 .50
$10,001 to  $15 ,000 8 10 .00
$15,001 to  $20,000 6 7 .50
$20,001 to  $25,000 7 8 .7 5
$25,001 to  $30 ,000 12 15 .00
$30,001 to  $40 ,000 13 16 .25
$40,001 to  $50 ,000 6 7 .50
$50,001 to  $75 ,000 10 12.50
$75,001 to  $100,000 2 2 .5 0
Over $100,001 2 2 .5 0
Total 80 100 .00
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
101
EXHIBIT 3 
Education Level o f  P a r t ic ip a n ts
Number of  
P a r t ic ip a n t s
Per Cent of  
T otal
High School Dropout 1 1 .25
Completed High School 6 7 .50
Some C o lle g e 30
oo•o
B a ch e lo r 's  Degree 14 17.50
Post B a c h e lo r 's  Work 5 6 .2 5
Graduate Degree 22 27 .50
T otal 80 100.00
EXHIBIT 4
Management E xperience o f  P a r t ic ip a n ts
Number of Per Cent o f
P a r t ic ip a n ts Total
Less than One Year 21 2 6 .2 5
1-2 Years 10 12 .50
2-5  Years 15 18 .75
5-10 Years 12 15.00
10-20 Years 13 16 .25
Over 20 Years 9 11 .25
T otal 80 100.00
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EXHIBIT 5 
Ethnic Background o f  P a r t ic ip a n ts
Number of  
P a r t ic ip a n ts
Per Cent of  
Total
Latin 2 2 .5 0
Black 29 3 6 .2 5
Caucasian 46 57.50
Other 3 3 .7 5
Total 80 100.00
EXHIBIT 6
Primary O ccupation o f  P a r t i c ip a n t ' s  Parents
Number of Per Cent of
P a r t ic ip a n ts  Total
B u sin ess  Owner/Manager 17 2 1 .2 5
P r o fe s s io n a l 15 18.75
Supervisor/Foreman 10 12.50
Teacher 6 7 .50
C le r ic a l 2 2 .50
Laborer 18 22 .50
Unemployed 2 2 .5 0
Other 10 12.50
Total 80 100.00
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I n f o r m a t i o n  was a l s o  g a t h e r e d  t o  d e t e r m i n e  i f  t h e  
p a r t i c i p a n t s  had a p p l i e d  f o r  o r  r e c e i v e d  SBA l oa ns  in  t h e  
p a s t .  Very few p a r t i c i p a n t s  had SBA e x p e r i e n c e .  Only 
3.75% had a p p l i e d  f o r  an SBA l oan  i n  t h e  p a s t ,  w h i l e  s t i l l  
l e s s  (2 .5%) had e v e r  been g r a n t e d  a l o a n .  The m a j o r i t y  
of t h e  p a r t i c i p a n t s  (67.5%) e i t h e r  owned o r  worked  f o r  
a sma l l  b u s i n e s s  a t  t h e  t i me  of  t h e  e x p e r i m e n t .
A n a l y s i s  o f  t h e  Main H y p o t h e s i s
The SBA has  t a k e n  t h e  p o s i t i o n  t h a t  t h e  b e s t  method 
of  i mp le me n t i n g  h e l p  f o r  s m a l l  b u s i n e s s  l oan  a p p l i c a n t s  
i s  t h r o u g h  p r i n t e d  l i t e r a t u r e  and a d v i c e  f r om SCORE and 
ACE v o l u n t e e r s .
The p r e m i s e  o f  t h i s  s t u d y  was t o  s u g g e s t  t h a t  a 
t r a i n i n g  i n t e r v e n t i o n  c o v e r i n g  f i n a n c i a l  s t a t e m e n t  a n a l y i s  
would h e l p  sma l l  b u s i n e s s  o w ne r / m a n a g e r s  b e t t e r  u n d e r s t a n d  
t h e i r  b u s i n e s s e s .
The p r e t e s t / p o s t t e s t  d e s i g n  w i t h  c o n t r o l  g roup  was 
u s ed  t o  t e s t  t h e  p r i m a r y  h y p o t h e s i s .  A l t h o u g h  a number 
of  s t a t i s t i c a l  me thods  a r e  a v a i l a b l e  w i t h  wh i c h  t o  
a d d r e s s  t h e  p r o b l em of  s e p a r a t i n g  t h e  e f f e c t  of  t h e  
t r e a t m e n t  f r om t h e  e f f e c t  o f  s e l e c t i o n  d i f f e r e n c e s ,  t h i s  
e x p e r i m e n t  i n i t i a l l y  u t i l i z e d  a n a l y s i s  of  v a r i a n c e  (ANOVA).
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A n a l y s i s  of  V a r i a n c e
ANOVA s p e c i f i e s  t h r e e  componen t s  which  d e t e r m i n e  t h e  
l e v e l  of  p o s t t e s t  r e s p o n d i n g .  The f i r s t  i s  t h e  g r a n d  mean 
of  t h e  p o s t t e s t  s c o r e s  a c r o s s  a l l  i n d i v i d u a l s ,  a v a l u e  
t h a t  s e r v e s  t o  l o c a t e  t h e  a v e r a g e  r e s p o n s e  on t h e  m e a s u r e ­
ment  s c a l e  in  q u e s t i o n .  The s e c o nd  i s  t h e  t r e a t m e n t  e f f e c t ,  
w h i c h  i s  t h e  a v e r a g e  v a l u e  t h a t  t h e  t r e a t m e n t  adds  t o ,  or
s u b t r a c t s  f r om,  t h e  p o s t t e s t  s c o r e s  i n  t h e  t r e a t m e n t  g r o u p .  
The t h i r d  i s  t h e  e r r o r  or  r e s i d u a l ,  wh i ch  r e p r e s e n t s  
t h e  e f f e c t s  of  a l l  o t h e r  f a c t o r s  t h a t  c o n t r i b u t e  t o  
d i f f e r e n c e s  be tween  t h e  s c o r e s  (Cook & C a m p b e l l ,  1 9 7 9 ) .
In an e f f o r t  t o  d e t e r m i n e  t h e  a p p l i c a b i l i t y  o f  a 
p a r a m e t r i c  m e a s u r e  (ANOVA), some b a s i c  a s s u m p t i o n s  were  
exami ned  and t e s t e d .  Most  p a r a m e t r i c  s t a t i s t i c a l  me thods  
r e q u i r e  t h a t  o u t p u t  s c o r e s  a r e  b a s e d  on e i t h e r  an i n t e r ­
v a l  or  r a t i o  s c a l e .  The o u t p u t  s c o r e s  of  t h e  p r e t e s t  
and p o s t t e s t  a r e  r a t i o  s c a l e ,  t h a t  i s  one can assume 
t h a t  a  p o s t t e s t  s c o r e  o f  8 would  i n d i c a t e  t w i c e  t h e  
l e v e l  of  knowledge of  f i n a n c i a l  s t a t e m e n t s  t h a n  wou ld  a 
p o s t t e s t  s c o r e  o f  4.
N o r m a l i t y  T e s t s
ANOVA f u r t h e r  a ssumes  t h a t  t h e  d a t a  i s  n o r m a l l y
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
105
d i s t r i b u t e d  and t h a t  e r r o r  v a r i a n c e s  a r e  e q u a l .  A l ­
t hough  ANOVA i s  deemed t o  be r e l a t i v e l y  r o b u s t  a g a i n s t  
n o n - n o r m a l i t y ,  a t e s t  f o r  n o r m a l i t y  was run as  a c r o s s  
c h e c k .  The D u r b i n - W a t s o n  t e s t  i n d i c a t e d  t h a t  n e i t h e r  
t h e  p r e t e s t ,  t h e  p o s t t e s t ,  nor  t h e  g a i n  s c o r e s  w er e  
n o r m a l l y  d i s t r i b u t e d .  The n u l l  h y p o t h e s i s  of  n o r m a l l y  
d i s t r i b u t e d  e r r o r  t e r ms  was r e j e c t e d  f o r  a l l  t h r e e  
v a r i a b l e s  a t  t h e  . 05  a l p h a  l e v e l .  An e x a m i n a t i o n  of  
t h e  normal  p r o b a b i l i t y  p l o t s  and t h e  s t e m  and l e a f  
p l o t s  c o n f i r m e d  t h i s .
O f t e n  n o n n o r m a l i t y  and u n e qu a l  e r r o r  v a r i a n c e s  
o c c u r  t o g e t h e r .  T h i s  b e i n g  t h e  c a s e ,  t h e  same t r a n s ­
f o r m a t i o n  can  s omet imes  c o r r e c t  b o t h  p r o b l e m s  ( N e t e r ,
Wasserman i c K u t n e r ,  1 98 5 ) .
In an a t t e m p t  t o  f i n d  t h e  b e s t  t r a n s f o r m a t i o n ,  t h e  
Box-Cox me t hod  was employed (Box & C o x ,  1 9 64 ) .  Th i s  
m e t h o d o l o g y  t e s t s  f o r  t h e  b e s t  n a t u r a l  l og  t r a n s f o r m a ­
t i o n ,  a s  w e l l  as  t h e  b e s t  e x p o t e n t i a l  t r a n s f o r m a t i o n .
The r e s u l t s  i n d i c a t e d  t h a t  an e x p o t e n t i a l  t r a n s f o r m a t i o n  
would  be mos t  b e n e f i c i a l .  A l l  v a r i a b l e s  we r e  t h e n  
t r a n s f o r m e d  u s i n g  . 8  as  t h e  e x p o n e n t .  The D u r b i n - W a t s o n  
t e s t  was t h e n  r e r u n  t o  d e t e r m i n e  t h e  e f f e c t s  o f  t h e  
Box-Cox t r a n s f o r m a t i o n .  Al l  v a r i a b l e s  w er e  s t i l l  n o n ­
n o r m a l .  Co mp ar i so n  of  t h e  p o s t t e s t  and p r e t e s t  s c o r e s  
o f  t h e  c o n t r o l  g r o u p  r e s u l t e d  i n  some n e g a t i v e  number s ,  
i . e . ,  t h e  s c o r e s  on p o s t t e s t  d e c r e a s e d  compared  t o  t h e
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s c o r e s  on t h e  p r e t e s t .  Bec au se  of  t h i s ,  s e v e r a l  l i n e a r  
t r a n s f o r m a t i o n s  w er e  a t t e m p t e d ,  b u t  t h e  r e s u l t  was s t i l l  
n o n n o r m a l i t y .  Because  no method  of  t r a n s f o r m a t i o n  
c o u l d  be f o u n d ,  b o t h  p a r a m e t r i c  and n o n p a r a m e t r i c  t e s t s  
w er e  run on t h e  d a t a .
N o n p a r a m e t r i c  T e s t
The Wi lcoxon  n o n p a r a m e t r i c  t e s t  was u sed  t o  a n a l y z e  
t h e  d a t a  in a d d i t i o n  t o  ANOVA. The Wi lcoxon  t e s t  i s  
a p p r o p r i a t e  f o r  t e s t i n g  w h e t h e r  two s ampl es  f rom t he  
same p o p u l a t i o n  a r e  s i g n i f i c a n t l y  d i f f e r e n t .  ( Conover ,
19 82 ) .  In t h i s  e x p e r i m e n t ,  Wi l coxon  was u s e d  t o  d e t e r ­
mine  w h e t h e r  t h e  p r e t e s t  and p o s t t e s t  s c o r e s  were  
s i g n i f i c a n t l y  d i f f e r e n t  b e tween  t h e  e x p e r i m e n t a l  and 
c o n t r o l  g r o u p s .  The u se  o f  Wi l coxon  r e q u i r e s  t h a t  t h e  
d a t a  be r a nk ed  p r i o r  t o  a n a l y s i s ,  so a l l  r e s u l t s  h e r e ­
i n a f t e r  r e p o r t e d  were  p e r f o r m e d  on r a nk ed  d a t a .
S t a t i s t i c a l  T e s t  R e s u l t s
A t o t a l  of  83 p a r t i c i p a n s  f i l l e d  o u t  t h e  p r e t e s t  
and p o s t t e s t  i n f o r m a t i o n .  Two of  t h e  q u e s t i o n n a i r e s  
w e r e  i n c o m p l e t e  and one had m u l t i p l e  a n s w e r s .  Thus ,  
t h e  d a t a  a n a l y s i s  was p e r f o r m e d  on a s ampl e  s i z e  of  80 
w i t h  40 i n  each  g r o u p .  E x h i b i t  7 shows t h e  r e s u l t s  of
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t h e s e  t e s t s .
EXHIBIT 7
P r e te s t  R e su lts
Source of  
V a ria t io n
Group 
Group
P o s t t e s t  R e su lts
Source of  




P r e t e s t  A n a l y s i s
A p r e l i m i n a r y  a n a l y s i s  was p e r fo r m ed  on t h e  p r e t e s t  
s c o r e s  in an e f f o r t  t o  make c e r t a i n  t h a t  s e l e c t i o n  b i a s  
d i d  n o t  c o n t a m i n a t e  t h e s e  s c o r e s .  The n u l l  h y p o t h e s i s  
a t  t h i s  s t a g e  was t h a t  t h e r e  would be no d i f f e r e n c e  
be t ween  t h e  e x p e r i m e n t a l  and c o n t r o l  g r o u p s .  I f  t h e  n u l l  
i s  r e j e c t e d  t h e n  one mus t  assume t h a t  t h e  g r o u p s  a r e  
d i f f e r e n t  on some d i m e n s i o n  and s e l e c t i o n  b i a s  c a n n o t  
be r u l e d  o u t .
The r e s u l t s  o f  t h e  ANOVA a r e  shown in E x h i b i t  7.  The 
p - v a l u e  of  0 . 0 4 73  i n d i c a t e s  t h a t  t h e  n u l l  h y p o t h e s i s  of  no 
d i f f e r e n c e  be tween  t h e  g r o u ps  on t h e  p r e t e s t  s c o r e s  i s  r e ­
j e c t e d  a t  t h e  . 0 5  l e v e l  o f  s i g n i f i c a n c e .
Type of  




S a t i s t i c
F = 4 .0 6  
Z = 2 .1 6




Type o f  
A n a ly s is
ANOVA 
Vi lcoxon  
ANOOVA
T est
S t a t i s t i c
F = 5 0 .15  
Z = 5 .0 8
F = 2 7 .5 9
Probabi1i ty  
Measure
0 .0001
0 .0 0 0 0
0 .0001
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The Wi lcoxon  n o n p a r a m e t r i c  t e s t  was u s ed  as  a c r o s s  
c h e c k .  The r e s u l t s  o f  t h e  W i l c ox on  t e s t  a r e  shown in 
E x h i b i t  7.  These  r e s u l t s  a r e  s i m i l a r  t o  ANOVA i n  t h a t  
t h e  p - v a l u e  o f  0 . 0 3 0 8  i n d i c a t e s  t h a t  t h e  n u l l  h y p o t h e s i s  
s h o u l d  be r e j e c t e d .
These  a n a l y s e s  s u g g e s t  t h a t  t h e  two g r o u p s  d i f f e r  on 
some d i me ns i on  t h a t  has  a f f e c t e d  t h e  p r e t e s t  s c o r e s .  As 
a r e s u l t  t h i s  o r i g i n a l  d i f f e r e n c e  in  f i n a n c i a l  s t a t e m e n t  
u n d e r s t a n d i n g  mus t  be c o n s i d e r e d  when a n a l y z i n g  t h e  p o s t ­
t e s t  s c o r e s .
P o s t t e s t  A n a l y s i s
The n u l l  h y p o t h e s i s  in a n a l y z i n g  t h e  p o s t t e s t  s c o r e s  
i s  t h a t  t h e r e  w i l l  be no d i f f e r e n c e  be tween  t h e  s c o r e s  of  
t h e  e x p e r i m e n t a l  and c o n t r o l  g r o u p s .  I f  t h e  n u l l  h y p o t h e ­
s i s  can  be r e j e c t e d ,  one c an  assume  t h a t  t h e  e x p e r i m e n t a l  
t r e a t m e n t  r e s u l t e d  in  t h i s  d i f f e r e n c e .
The r e s u l t s  o f  t h e  ANOVA and Wi l coxon  a n a l y s e s  
a r e  shown in  E x h i b i t  7.  The v e r y  low p - v a l u e s  a r e  c o n ­
s i s t e n t  f o r  b o t h  ANOVA and W i l c o x o n .  Both a n a l y s e s  
s u g g e s t  t h a t  t h e  n u l l  h y p o t h e s i s  o f  no d i f f e r e n c e  in 
p o s t t e s t  s c o r e s  can be r e j e c t e d  ( p - v a l u e  i s  l e s s  t h a n  
. 0 5 ) .
The n ex t  s t e p  in  t h e  a n a l y s i s  i s  t o  d e t e r m i n e  
w h e t h e r  t h e  d i f f e r e n c e  in p o s t t e s t  s c o r e s  i s  c a u s e d  by
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a s e l e c t i o n  b i a s .  To implement  t h i s  t e s t ,  A n a l y s i s  of  
C o v a r i a n c e  (ANCOVA) was u s e d .  The r e s u l t s  o f  t h e  ANCOVA 
a r e  shown in  E x h i b i t  7.  The p r e t e s t  s c o r e s  were  used  as  
a c o v a r i a t e  t o  a n a l y z e  t h e  p o s t t e s t  s c o r e s .  The n u l l  
h y p o t h e s i s  o f  no d i f f e r e n c e  can  be  r e j e c t e d  ( p - v a l u e  i s  
l e s s  t h a n  . 0 5 ) .  Th i s  i n d i c a t e d  t h a t  even  though  t h e r e  
may have  been  some s e l e c t i o n  b i a s  w i t h i n  t h e  p r e t e s t  
s c o r e s ,  t h e  p o s t t e s t  s c o r e s  w e r e  s i g n i f i c a n t l y  d i f f e r e n t  
even when t h e  s e l e c t i o n  b i a s  h a s  been  removed f rom t h e  
a n a l y s  i s .
The p r e t e s t  mean s c o r e  f o r  t h e  e x p e r i m e n t a l  group  
and c o n t r o l  g roup  we r e  2 . 6 3  and 2 . 7 8  r e s p e c t i v e l y .  The 
p o s t t e s t  a d j u s t e d  means w er e  3 . 0 9  and 5 . 9 8  i n d i c a t i n g  t h e  
u n d e r s t a n d i n g  of  f i n a n c i a l  s t a t e m e n t s  i n c r e a s e d  a l mos t  
t w o f o l d  f o r  t h e  e x p e r i m e n t a l  g r o u p .  The i n c r e a s e  in  t h e  
c o n t r o l  g r oup  s c o r e s  i s  p r o b a b l y  a t t r i b u t a b l e  t o  e i t h e r  
r e g r e s s i o n  o r  a t e s t i n g  i n f l u e n c e .
I m p l i c a t i o n s  o f  R e s u l t s
The r e s u l t s  of  t h e  p r e t e s t  and p o s t t e s t  s c o r e  
a n a l y s i s  would  seem t o  s u p p o r t  two v e r y  i m p o r t a n t  c o n ­
c l u s i o n s .  F i r s t ,  a p p a r e n t l y  s e l e c t i o n  b i a s  e x i s t s  w i t h i n  
t h e  p r e t e s t  s c o r e s .  The n u l l  h y p o t h e s i s  o f  no d i f f e r e n c e  
be tween  g ro u p s  was r e j e c t e d  a t  t h e  . 05  l e v e l  o f  s i g n i f i ­
c an ce  u s i n g  b o th  ANOVA and Wi lcoxon  p r o c e d u r e s .  App l y i n g
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ANCOVA, h o w ev e r ,  e l i m i n a t e d  t h e  e f f e c t s  o f  d i f f e r i n g  
p r i o r  knowledge  o f  f i n a n c i a l  s t a t e m e n t s  and a l l o w e d  a 
c l e a r  i n t e r p r e t a t i o n  o f  t h e  p o s t t e s t  r e s u l t s .
The s econd  c o n c l u s i o n  whi ch  may be drawn i s  t h a t  
t h e  t r a i n i n g  i n t e r v e n t i o n  a c t u a l l y  h e l p e d  t h e  p a r t i c i ­
p a n t s  t o  b e t t e r  u n d e r s t a n d  t h e  f i n a n c i a l  s t a t e m e n t s  in 
t h e  c a s e  s t u d y .  T h i s  i s  i n d i c a t e d  by t h e  r e j e c t i o n  of 
t h e  n u l l  h y p o t h e s i s  o f  no d i f f e r e n c e  in p o s t t e s t  s c o r e s  
be tween  t h e  e x p e r i m e n t a l  and c o n t r o l  g r o u p s  ( p - v a l u e  i s  
l e s s  t h a n  . 0 5 ) .
A n a l y s i s  o f  A t t i t u d i n a l  V a r i a b l e s
In an a t t e m p t  t o  e x p l a i n  t h e  r e a s o n s  why some 
p e o p l e  b e n e f i t e d  more  f rom t h e  t r a i n i n g  t h a n  d i d  o t h e r s  
t h e  g roup  of  a t t i t u d i n a l  and demo g ra ph ic  v a r i a b l e s  were  
a n a l y z e d .  A l l  a t t i t u d i n a l  q u e s t i o n n a i r e s  we r e  p r e v a l i ­
d a t e d  by u s i n g  s c a l e s  d e v e l o p e d  and t e s t e d  by a u t h o r s  
in  t h e  f i e l d  o f  p s y c h o l o g y .
The re  i s  a s t r o n g  a t t r a c t i o n  t o  a c l a s s i c  s t r a t e g y  
of u s i n g  f a c t o r  a n a l y s i s  t o  a n a l y z e  s k i l l s  i n t o  s i n g l e  
and b a s i c  d i m e n s i o n s ,  t h e n  p a t t e r n i n g  t h e  s i n g l e  d i men­
s i o n s  i n t o  a c o m p o s i t e  w i t h  a l i n e a r  c o m b i n a t i o n  u s i n g  
a s t a t i s t i c  such  as  r e g r e s s i o n .  T h i s  i s  m e d i a t o r  t h e o r  
whi ch  assumes  t h a t  c r i t e r i o n  b e h a v i o r  i s  c o n t r o l l e d  or 
d e t e r m i n e d  by g e n e r a l i z e d  m e d i a t o r s  such a s  t r a i t s ,
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a p t i t u d e s  or  i n t e l l i g e n c e .  (Asher  & S c i a r r i n o ,  1 97 4) .  
The p r o b le m t h e n ,  i s  t o  m e a s u r e  t h e  g e n e r a l  m e d i a t o r s .
In t h i s  e x p e r i m e n t a l  s e t t i n g  j ob  i n v o l v e m e n t ,  job 
m o t i v a t i o n ,  dogma t i s m and 1 i b e r a l i s m / c o n s e r v a t i  sm we re  
t e s t e d  in an a t t e m p t  t o  e x p l a i n  s u c c e s s  in  t h e  t r a i n i n g  
e n v i r o n m e n t .  In an a t t e m p t  t o  max i mi ze  t h e  r e l i a b i l i t y  
o f  t h e s e  a t t i t u d e  m e a s u r e s ,  p r e v a l i d a t e d  s c a l e s  were  us'
I n s t r u m e n t  R e l i a b i l i t y
There  a r e  g e n e r a l l y  two me thods  of  i n c r e a s i n g  t h e  
r e l i a b i l i t y  of  a me as ur emen t  s c a l e .  The f i r s t  i s  t o  
e l i m i n a t e  q u e s t i o n s  t h a t  have  a low i n t e r i t e m  c o r r e l a ­
t i o n  w i t h  o t h e r  i t e ms  in  t h e  s u b s c a l e .  The s econd  i s  
t o  add more q u e s t i o n s  t h a t  t h e  r e s e a r c h e r  f e e l s  w i l l  
m e as u re  t h e  c o n s t r u c t  of  i n t e r e s t  (Carmines  & Z e l l e r ,  
197 9) .  Because  t h e  t r a i n i n g  e x p e r i m e n t  was o n l y  
a d m i n i s t e r e d  t o  eac h  s u b j e c t  o n c e ,  t h e  s ec on d  method 
was n o t  p o s s i b l e  t o  implement  in t h i s  s t u d y ,  and t h e r e ­
f o r e ,  t h e  f i r s t  me thod was u s e d .  The q u e s t i o n s  used  
t o  m e as u r e  t h e s e  c o n s t r u c t s  may be found  in Appendix  C. 
The r e s u l t s  o f  t h e  a n a l y s e s  o f  t h e  s u b s c a l e s  a p p e a r  in 
E x h i b i t  8.  T h i s  e x h i b i t  shows t h e  number o f  q u e s t i o n s  
d r opped  f rom t h e  p r e v a l i d a t e d  me as ur e me nt  s c a l e  due t o  
low i n t e r i t e m  c o r r e l a t i o n .  The r e l i a b i l i t y  o f  t h e  s u b ­
s c a l e  was c a l c u l a t e d  u s i n g  t h e  Cr onbach  Alpha  m e t ho d .
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As d i s c u s s e d  in  C h a p t e r  2 ,  t h e  c h o i c e  o f  wh ich  
a t t i t u d i n a l  m e a s u r e s  t o  u t i l i z e  in a s t u d y  i s  o f t e n  
ba sed  on i n t u i t i o n  (Asher  & S c i a r r i n o ,  1974;  Ryman 
& B i e r s n e r ,  1975;  F i n c h ,  1 9 71 ) .  Smal l  b u s i n e s s  owners  
u s u a l l y  work long  h o u r s  and mus t  be v e r y  i n v o l v e d  in 
t h e i r  b u s i n e s s e s  in  o r d e r  f o r  them t o  s u c c e e d .  Thus ,  
m o t i v a t i o n ,  a s  m e a s u r e d  by t h e  upward s t r i v i n g  s c a l e ,  
and job i n v o l v e m en t  m i g h t  c a r r y  ov e r  i n t o  t h e  t r a i n i n g  
s e s s i o n  and c o r r e l a t e  w i t h  s u c c e s s  in  t r a i n i n g .
EXHIBIT 8
R e l i a b i l i t y  o f  A t t i t u d in a l  S u b sca les
Dogmatism S ca le  
L ib era lism  S ca le  
C onservatism  S ca le  
Upward S tr iv in g  S ca le  
Job Involvement S c a le
Number of  







R e l i a b i 1i t y  






One can  a l s o  a r g u e  t h a t  s t r o n g  s c o r e s  in e i t h e r  
l i b e r a l i s m  or  c o n s e r v a t i s m  m i g h t  r e l a t e  t o  b u s i n e s s  s u c ­
c e s s .  S i nce  sma l l  b u s i n e s s  i s  c o n s i d e r e d  r i s k y  by mos t  
f i n a n c i a l  i n s t i t u t i o n s ,  one m i g h t  n e c e s s a r i l y  be somewhat  
of  a " r i s k  t a k e r "  t o  e n t e r  t h e  sma l l  b u s i n e s s  w o r l d .
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C o n v e r s e l y ,  one o f  t h e  m a j o r  c a u s e s  o f  s ma l l  b u s i n e s s  
f a i l u r e s  h a s  been  an i n a b i l i t y  t o  manage c a s h  and one 
m i g h t  e x p e c t  a c o n s e r v a t i v e  t o  be more  c a s h  p r u d e n t ,  
and t h u s  more  s u c c e s s f u l .  The dogma t i s m s c a l e  was 
i n c o r p o r a t e d  b e c a u s e  i t  has  been s u c c e s s f u l l y  u s ed  in  
a c c o u n t i n g  b e f o r e  t o  m e a s u r e  d e c i s i o n - m a k e r ' s  f l e x i ­
b i l i t y  (Weber ,  1978) .
The f i r s t  s t e p  in  a n a l y z i n g  t h e  a t t i t u d i n a l  v a r i ­
a b l e s  was t o  c o r r e l a t e  them t o  t h e  g a i n  s c o r e s .  Ga in  
s c o r e s  w er e  computed  by s u b t r a c t i n g  t h e  p r e t e s t  s c o r e s  
f rom t h e  p o s t t e s t  s c o r e s  o f  e ach  s u b j e c t .  The Spearman 
C o r r e l a t i o n  f o r  nonnormal  d a t a  was u s e d .  The r e s u l t s  of  
t h i s  c o r r e l a t i o n  a r e  shown in  E x h i b i t  9.
EXHIBIT 9 
Spearman C o r r e la t io n s  
A t t i t u d in a l  V a r ia b les  w ith  Gain Scores
V ariab le
Tested
C o r r e la t io n  
w ith  Gain
P Value
Dogmatism .06990 .6682
Job Involvement .33052 .0372
Upward S tr iv in g .08836 .5877
L ib era l ism .059*3 .7157
C onservatism .18511 .2528
Given t h e  low r e l i a b i l i t y  o f  t h e  a t t i t u d i n a l  s u b s c a l e s
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in t h i s  a d m i n i s t r a t i o n  and t h e  i n h e r e n t  we a k n e s s  o f  g a i n  
s c o r e  a n a l y s i s ,  i t  i s  no t  s u r p r i s i n g  t h a t  t h e  c o r r e l a ­
t i o n s  a p p e a r  weak.  In an a t t e m p t  t o  d e t e r m i n e  how much 
of  t h e  g a i n  in f i n a n c i a l  s t a t e m e n t  u n d e r s t a n d i n g  was 
a t t r i b u t a b l e  t o  t h e  a t t i t u d i n a l  v a r i a b l e s ,  however ,  
r e g r e s s i o n  was employed .  R e g r e s s i o n  i s  u s e d  in an 
a t t e m p t  t o  draw c a u s a t i o n  i n f e r e n c e  f rom d a t a .
R e g r e s s i o n  a n a l y s i s  i s  a s t a t i s t i c a l  t e c h n i q u e  whi ch  
s u g g e s t s  t h a t  t h e  r e l a t i o n s h i p  be t ween  two or  more  
v a r i a b l e s  i s  such t h a t  one can  be p r e d i c t e d  f rom t h e  
o t h e r  ( N e t e r ,  Wasserman & K u t n e r ,  1 9 85 ) .
The g e n e r a l  model  f o r  r e g r e s s i o n  w i t h  one d e p e n d e n t  
v a r i a b l e  and numerous i n d e p e n d e n t  v a r i a b l e s  i s  as  f o l l o w s :
Y = Bo + BIXi l  + B2Xi2 + B p - l X i , p - l  + e i  Where:
Bo,  B l , , , B p - l  a r e  p a r a m e t e r s  
x i 1 . . . , X i , p - l  a r e  c o n s t a n t s  
e i  a r e  i n d e p e n d e n t  
i — l , « . . « n
In t h i s  a p p l i c a t i o n  t h e  d e p e n d e n t  v a r i a b l e  was g a i n  
s c o r e ,  w h i l e  t h e  i n d e p e n d e n t  v a r i a b l e s  w er e  t h e  a t t i t u ­
d i n a l  v a r i a b l e s .  Both s t e p w i s e  and f o r w a r d  e l i m i n a t i o n  
p r o c e d u r e s  we r e  employed .  Job i n v o l v e m e n t ,  was t h e  o n l y  
v a r i a b l e  t h a t  was s i g n i f i c a n t  a t  t h e  . 05  a l p h a  l e v e l  f o r  
e n t r a n c e  i n t o  t he  m o d e l .  T h i s  v a r i a b l e  a c c o u n t e d  f o r  9.9% 
o f  t h e  v a r i a n c e .
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The d emogr aph i c  v a r i a b l e s  w er e  g a t h e r e d  in  an a t t e m p t  
t o  e x p l a i n  why some s u b j e c t s  d i d  b e t t e r  in t h e  t r a i n i n g  
s e s s i o n  t h a n  d i d  o t h e r s .  Demograph ic  v a r i a b l e s  have  p roven  
t o  be good p r e d i c t o r s  in a number o f  r e s e a r c h  s e t t i n g s  
(McEvoy & C a s c i o ,  1989;  H a r r i s o n  & H u l i n ,  1989;  F l e i s h m a n ,  
1988) .  Th i s  a n a l y s i s  i s  p a r t i c u l a r l y  i m p o r t a n t  s i n c e  t h e  
SBA keeps  demo g ra ph ic  d a t a  on a p p l i c a n t s  and makes s p e c i a l  
e f f o r t  t o  accomoda t e  m i n o r i t i e s .  The m i n o r i t y  l o a ns  t h a t  
t h e  SBA has  made in t h e  p a s t ,  however ,  have  t h e  h i g h e s t  
d e f a u l t  r a t e  of  any c l a s s  of  l o a n s  or  g u a r a n t e e s  t h a t  
t h e  SBA s e r v i c e s .
The K r u s k a 1- Wa l1i s  t e s t  was u s ed  t o  a n a l y z e  t h e  
de mo g ra p h i c  d a t a .  Th i s  n o n p a r a m e t r i c  me thod  was 
employed s i n c e  t h e  d a t a  was nonnormal  and K r u s k a l - W a l 1i s  
has  more  power t h a n  Mann-Whi tney or  Du rb i n - Wa t s o n  
when t h e  i n d e p e n d e n t  v a r i a b l e s  have  more  t h a n  one l e v e l .
The t e s t  s t a t i s t i c  o f  i n t e r e s t  in t h e  K r u s k a l - W a l 1i s  
t e s t  i s  a Chi S qua r e  a p p r o x i m a t i o n .  Each v a r i a b l e  was 
t e s t e d  t o  s ee  wha t  e f f e c t ,  i f  a n y ,  t h a t  v a r i a b l e  had on 
low r e l i a b i l i t y .  A summary of  t h e  t e s t  r e s u l t s  a p p e a r s  
in E x h i b i t  10.





Sumnary o f Demographic Data
Chi Square 
Approximat ion
Age 6 .2 5
Income 11 .50
Education Level 12 .08
Management Experience 6 .1 5
E thnic  Background 9 .52
S o c ia l  Background as  
Measured by
P a r e n t’ s Occupation 9 .1 4








As i n d i c a t e d  a b ov e ,  t h e  d a t a  s u g g e s t s  t h a t  none 
of  t h e  demogr aph i c  v a r i a b l e s  s i g n i f i c a n t l y  i n f l u e n c e d  
t h e  g a i n  s c o r e s  o f  t h e  p a r t i c i p a n t s .  E x h i b i t s  1-6 
i n d i c a t e  t h a t  t h e  s u b j e c t s  o f  t h e  e x p e r i m e n t  r e p r e s e n t e d  
a wide  v a r i e t y  of  a g e s ,  income,  management  e x p e r i e n c e  
and e t h n i c  b a c k g r o u n d .  In an e x p e r i m e n t a l  s e t t i n g ,  how­
e v e r ,  g a i n  s c o r e  a n a l y s i s  i s  g e n e r a l l y  l e s s  p r e c i s e  t han  
o t h e r  s t a t i s t i c a l  me thods  (Cook & C a mp b e l l ,  197 9) .  Th i s  
c o u p l e d  w i t h  t h e  low r e l i a b i l i t y  o f  t h e  a t t i t u d i n a l  s u b ­
s c a l e s  in t h i s  a d m i n i s t r a t i o n  may be t h e  r e a s o n  no 
s i g n i f i c a n t  r e l a t i o n s h i p s  were  found  in t h i s  s t u d y .
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CHAPTER 5
CONCLUSIONS
Th i s  s e c t i o n  summar i zes  t h e  r e s e a r c h  s t u d y  and 
d i s c u s s e s  t h e  i m p l i c a t i o n s  o f  t h e  f i n d i n g s .  The 
l i m i t a t i o n s  of  t h e  s t u d y  a r e  a l s o  a d d r e s s e d  and some 
s u g g e s t i o n s  f o r  f u t u r e  r e s e a r c h  a r e  i n t r o d u c e d .
Summary of  t h e  S t udy
The economic  b a s e  o f  t h e  U n i t e d  S t a t e s  has  u n de r go ne  
c o n s i d e r a b l e  change  t h r o u g h o u t  t h e  1 9 7 0 ' s  and 1 9 8 0 ' s .
The s e r v i c e  s e c t o r  ha s  e x p e r i e n c e d  c o n s i d e r a b l e  g rowth  
w h i l e  t h e  m a n u f a c t u r i n g  s e c t o r  has  r e ma i ne d  s t a g n a n t .
Th i s  change  has  been f u e l e d  by r a p i d  t e c h n o l o g i c a l  
a d van ce s  i n  t h e  c o mmu n ic a t i on s  and e l e c t r o n i c s  f i e l d s .  
These  a r e a s ,  a l on g  w i t h  many o t h e r s ,  p r o v i d e  e x c e l l e n t  
o p p o r t u n i t i e s  f o r  t h e  s u c c e s s  of  sma l l  b u s i n e s s e s  as  
oppos ed  t o  l a r g e  m a n u f a c t u r i n g  o p e r a t i o n s .
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1 1 8
I m p o r t a n c e  of  Smal l  B u s i n e s s
Some r e c e n t  f i g u r e s  i n d i c a t e  t h e  o v e r a l l  i mp o r ­
t a n c e  of  t h e  sma l l  b u s i n e s s  s e c t o r .  Over  t h e  l a s t  t e n  
y e a r s ,  s ma l l  b u s i n e s s  has  p r o v i d e d  a b o u t  t w o - t h i r d s  of  
t h e  t e n  m i l l i o n  new j ob s  c r e a t e d  in  t h e  U n i t e d  S t a t e s .  
L i k e w i s e ,  s ma l l  b u s i n e s s  now p r o v i d e s  a b o u t  41% o f  t h e  
t o t a l  employment ,  and p r o d u c e s  a b o u t  26% of  t h e  g r o s s  
n a t i o n a l  p r o d u c t  ( L i e b t a g ,  1 9 8 7 ) .  These  s t a t i s t i c s  
i n d i c a t e  t h a t  t h e  f u t u r e  of  s ma l l  b u s i n e s s  i s  p r o m i s i n g  
and t h a t  e v e r y  e f f o r t  s h o u l d  be made t o  e n c o u r a g e  t h e  
s u c c e s s  o f  p o t e n t i a l  e n t r e p r e n e u r s .  The Smal l  B u s i n e s s  
A d m i n i s t r a t i o n  (SBA) i s  t h e  p r i m a r y  g o v e r n m e n t a l  s o u r c e  
of  a i d  f o r  t h o s e  w i s h i n g  t o  e n t e r  t h e  s mal l  b u s i n e s s  
a r e a  o r  t h o s e  s imp ly  n e e d i n g  e x p a n s i o n  c a p i t a l .
C h a r a c t e r i s t i c s  o f  Smal l  B u s i n e s s
Even though  eac h  s ma l l  b u s i n e s s  i s  u n i q u e ,  some 
g e n e r a l i z a t i o n s  can be made .  Most  e n t i t i e s  a r e  owner 
man ag ed ,  h a v i n g  few d e c i s i o n - m a k e r s ,  and r e l y i n g  h e a v i l y  
on o u t s i d e  a d v i c e  f o r  l e g a l  and a c c o u n t i n g  m a t t e r s .
Most  s ma l l  b u s i n e s s e s  a r e  u n d i v e r s i f i e d  and a r e  o f t e n  
weak i n  t h e  a r e a  of  l o n g - t e r m  p l a n n i n g .  W h i l e  t h e  
m a j o r i t y  of  sma l l  b u s i n e s s  o w n e r / m a n ag e r s  a r e  e x p e r i e n c e d  
i n  t h e i r  p a r t i c u l a r  f i e l d ,  mos t  i n d i c a t e  a w e ak n e s s  i n
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
119
u n d e r s t a n d i n g  t h e i r  f i n a n c i a l  s t a t e m e n t s ,  a s  w e l l  a s  
t h e  c o n c e p t s  o f  l e v e r a g e  and c a s h  f l o w p r e d i c t i o n s .
Over  s i x t y  p e r c e n t  of  sma l l  b u s i n e s s  owners  a r e  
b o r r o w e r s .  T h i s  i s  p a r t i a l l y  due t o  t h e  f a c t  t h a t  
f i n a n c i n g  a l t e r n a t i v e s  a r e  l i m i t e d  f o r  s i n g l e  own e rs .  
F u r t h e r m o r e ,  s m a l l  b u s i n e s s e s  o f t e n  b e g i n  t h e i r  e x i s t ­
ence  u n d e r - c a p i t a l i z e d .  As a r e s u l t ,  many depend on 
t h e  Smal l  B u s i n e s s  A d m i n i s t r a t i o n  f o r  e i t h e r  d i r e c t  
l oan  a s s i s t a n c e ,  or  l o a n  g u a r a n t e e s  f rom p a r t i c i p a t i n g  
l o c a l  b a n k s .
Even i n  an economic  e n v i r o n m e n t  c o n d u c i v e  t o  g r o w t h ,  
many sma l l  b u s i n e s s e s  a r e  n o t  s u c c e s s f u l .  I t  i s  n a t u r a l  
t h a t  a f l e d g l i n g  b u s i n e s s  i d e n t i f i e s  g r owt h  a s  a p r i m a r y  
m e a s u r e  of  s u c c e s s .  Only  a b o u t  15%, however ,  a c t u a l l y  
a c h i e v e  s u b s t a n t i a l  g r owt h  ( C o l l i n s ,  1987) .
The R e s e a r c h  S tudy
T h i s  r e s e a r c h  s t u d y  was d e s i g n e d  t o  d e t e r m i n e  i f  
t r a i n i n g  of  p o t e n t i a l  r e c i p i e n t s  o f  SBA l o a n s  i n  f i n a n ­
c i a l  s t a t e m e n t  a n a l y s i s  c o u l d  h e l p  s ma l l  b u s i n e s s  owners  
b e t t e r  u n d e r s t a n d  t h e i r  f i n a n c i a l  s t a t e m e n t s .  B e t t e r  
u n d e r s t a n d i n g  w i l l  a l l o w  s m a l l  b u s i n e s s  owners  t o  i d e n t i f y  
f i n a n c i a l  s t a t e m e n t  r i s k  w i t h i n  t h e i r  own b u s i n e s s e s .  The 
u l t i m a t e  l o n g - t e r m  r e s u l t  s h o u l d  be a r e d u c t i o n  i n  l oan  
d e f a u l t s .
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The SBA e n v i r o n m e n t  was u s ed  i n  t h i s  r e s e a r c h  
s t u d y  f o r  two r e a s o n s .  The f i r s t  i s  t h a t  SBA can p r o ­
v i d e  a c o n t r o l  e l e m e n t  f o r  f u t u r e  r e s e a r c h  s i n c e  t h e  
g u i d e l i n e s  f o r  a c c e p t a n c e  o r  r e j e c t i o n  o f  an SBA 
l o a n  or  g u a r a n t e e  a r e  g e n e r a l l y  s t r a i g h t f o r w a r d  and 
a p p l i c a b l e  a c r o s s  a l l  b u s i n e s s e s  and a p p l i c a n t s .  The 
s econd  i s  t h a t  t h i s  e x p e r i m e n t  can  s e r v e  as  a t h e o r y  
d e ve lo p m en t  e x e r c i s e  f o r  i n i t i a t i n g  a t i me  s e r i e s  s t u d y  
w i t h  a c t u a l  SBA c l i e n t s .
The r o l e  o f  t h e  SBA i s  t o  h e l p  i n  t h e  d e ve l opmen t  
and g rowth  of  sma l l  b u s i n e s s  by p r o v i d i n g  f i n a n c i a l  
a s s i s t a n c e .  As t h e  s m a l l  b u s i n e s s  s e c t o r  becomes more  
i m p o r t a n t  t o  t h e  eco n o mi c  h e a l t h  of  t h e  c o u n t r y ,  t h e  
demands f o r  t h i s  s e r v i c e  s h o u l d  i n c r e a s e .  The c u r r e n t  
t r a c k  r e c o r d  of  SBA i s  n o t  i m p r e s s i v e .  The d i r e c t  l oan  
p r og r am has  e x p e r i e n c e d  d e f a u l t  r a t e s  as  h i g h  as  38%.
In r e c e n t  y e a r s ,  C o n g r e s s  ha s  a c t u a l l y  c o n s i d e r e d  
a b o l i s h i n g  t h e  SBA a l t o g e t h e r .  T h us ,  i t  would  a p p ea r  
t h a t  some me t hod  of  i m p r o v i n g  t h e  s u c c e s s  r a t e  of  t h e  
SBA s h o u l d  be i n v e s t i g a t e d .
H i s t o r i c a l l y ,  a c c o u n t i n g  s t u d i e s  of  l o a n  d e f a u l t s  
have  been  l e n d e r  o r i e n t e d .  O f t e n  a d i s c r i m i n a n t  a n a l y s i s  
a p p r o a c h  has  been  u t i l i z e d  which  i n v o l v e d  a r e g r e s s i o n  
model  t h a t  u s e d  r a t i o s  o r  o t h e r  f i n a n c i a l  s t a t e m e n t  d a t a  
a s  i n p u t s .  Th i s  f i n a n c i a l  i n f o r m a t i o n  was t h e n  u sed  
as  a p r e d i c t o r  t o  d e t e r m i n e  w h e t h e r  a p a r t i c u l a r  company
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would  f a i l  or  s u c c e e d .  A l e n d i n g  i n s t i t u t i o n  c o u l d  
u s e  t h e  o u t p u t  t o  e i t h e r  r e j e c t  a p o t e n t i a l  l oan  or  
r e s t r u c t u r e  an e x i s t i n g  a c c o u n t  t o  r e f l e c t  t h e  
a d d i t i o n a l  r i s k  a s  i n d i c a t e d  by t h e  m o d e l .
The p o i n t  of  v i ew of  t h i s  r e s e a r c h  s t u d y ,  however ,  
i s  b o r r owe r  o r i e n t e d .  The a s s u m p t i o n  i s  t h a t  i f  smal l  
b u s i n e s s  owners  can  i d e n t i f y  t h e i r  own company ' s  r i s k ,  
t h e y  a r e  more  l i k e l y  t o  a v o i d  a f i n a n c i a l l y  d i s t r e s s e d  
s i t u a t i o n .  Th i s  can b e n e f i t  t h e  SBA, as  w e l l  as  t h e  
b u s i n e s s  owners  t h e m s e l v e s .
The F i n a n c i a l  A c c o u n t i n g  S t a n d a r d s  Board i n  t h e i r  
S t a t e m e n t  o f  F i n a n c i a l  A c c o u n t i n g  C o n c e p t s  Number 2,  
s u g g e s t e d  t h a t  t h e  o v e r r i d i n g  c r i t e r i o n  by which  
a c c o u n t i n g  c h o i c e s  can  be  judged  i s  t h a t  of d e c i s i o n  
u s e f u l n e s s .  The l i n k  be tween  d e c i s i o n  u s e f u l n e s s  and 
t h e  new f i n a n c i a l  d a t a  ( f i n a n c i a l  s t a t e m e n t s )  i s  u n d e r ­
s t a n d i n g .  I f  t h e  r e c i p i e n t s  of  f i n a n c i a l  s t a t e m e n t s  
( b u s i n e s s  o w n e r s / m a n a g e r s ) do n o t  u n d e r s t a n d  wha t  t h e  
s t a t e m e n t s  r e p r e s e n t ,  t h o s e  s t a t e m e n t s  c a n n o t  be h e l p f u l  
in making  c o r r e c t  d e c i s i o n s  r e g a r d i n g  t h e i r  c o m p a n i e s .
S i n c e  many sma l l  b u s i n e s s  owners  p r o f e s s  t o  have  an 
i n c o m p l e t e  knowledge  o f  f i n a n c i a l  a c c o u n t i n g ,  i t  i s  
l i k e l y  t h a t  t h e y  w i l l  make i n c o r r e c t  d e c i s i o n s  u n n e c e s -  
s a r  i l y .
Li bby  (1981)  has  s u g g e s t e d  t h a t  t h e r e  a r e  t h r e e  
ways t o  improve f i n a n c i a l  d e c i s i o n s .  These  i n c l u d e :
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( 1 )  Chang i ng  t h e  i n f o r m a t i o n  p r o v i d e d  t o  t h e  d e c i s i o n ­
m a k e r ;  (2)  R e p l a c i n g  t h e  d e c i s i o n - m a k e r  w i t h  a m o d e l ;  
and (3)  E d u c a t i n g  t h e  d e c i s i o n - m a k e r .  The a p p r o a c h  of  
t h i s  r e s e a r c h  s t u d y  i n v o l v e d  t h e  t h i r d  m e t h o d .  A p r e ­
t e s t / p o s t t e s t  d e s i g n  w i t h  c o n t r o l  g r o up  was u t i l i z e d  t o  
m e a s u r e  t h e  e f f e c t s  of  an a c c o u n t i n g  t r a i n i n g  i n t e r v e n ­
t i o n .
R e s u l t s  and I m p l i c a t i o n s
The main h y p o t h e s i s  was a n a l y z e d  u s i n g  an u n t r e a t e d  
c o n t r o l  g roup  d e s i g n  w i t h  p r e t e s t  and p o s t t e s t .  S in ce  
t h e  s u b j e c t s  were  r andomly  a s s i g n e d  t o  e i t h e r  t h e  e x p e r i ­
m e n t a l  or  c o n t r o l  g r o u p s ,  mos t  t h r e a t s  t o  i n t e r n a l  v a l i d i  
can be d i s p e l l e d .  The t h r e a t s  w h i ch  c a n n o t  be e l i m i n a t e d  
a r e  d i f f u s i o n  or  i m i t a t i o n  o f  t r e a t m e n t s ,  c o m p e n s a t o r y  
e q u a l i z a t i o n ,  c o m p e n s a t o r y  r i v a l r y ,  d e m o r a l i z a t i o n  and a 
s e l e c t i o n / m a t u r a t i o n  i n t e r a c t i o n  (Cook & C a m p b e l l ,  1 9 7 9 ) .
The e x p e r i m e n t a l  and c o n t r o l  g r o u p s  we r e  k e p t  
s e p a r a t e d  a f t e r  t h e  p r e t e s t  had been  g i v e n .  Thus ,  i t  
was no t  p o s s i b l e  f o r  t h e  c o n t r o l  g r o u p  t o  h av e  r e c e i v e d  
t h e  i n f o r m a t i o n  ( t r a i n i n g )  t h a t  was i n t e n d e d  f o r  t h e  
e x p e r i m e n t a l  g r o u p .  T h i s  would  e l i m i n a t e  t h e  t h r e a t  of  
d i f f u s i o n  o f  t r e a t m e n t s .  The o t h e r  t h r e a t s  do n o t  a p p l y  
t o  an e x p e r i m e n t  of  t h i s  t y p e .
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P r i m a r y  H y p o t h e s i s
Even w i t h  t h e s e  c o n t r o l s ,  t h e  p r e t e s t  a n a l y s i s  was 
d i f f i c u l t  t o  i n t e r p r e t .  The p - v a l u e s  wh i ch  r e s u l t e d  
f r om t h e  p r e t e s t  a n a l y s i s  w e r e  such  t h a t  d i f f e r e n c e s  
b e t ween  t h e  e x p e r i m e n t a l  and c o n t r o l  g r o u p s  we r e  
a p p a r e n t .  Thus ,  a n a l y s i s  o f  c o v a r i a n c e  was used  
t o  remove t h a t  d i f f e r e n c e .  The p r e t e s t  i n v o l v e d  t e n  
q u e s t i o n s  a b o u t  a s e t  o f  f i n a n c i a l  s t a t e m e n t s .  The 
q u e s t i o n s  we r e  c o m p a r a b l e  t o  a  f i r s t  y e a r  c o l l e g e  l e v e l  
c o u r s e  in m a n a g e r i a l  a c c o u n t i n g .  The mean s c o r e s  
( a v e r a g e  number o f  c o r r e c t  r e s p o n s e s )  on t h e  p r e t e s t  
w e r e  q u i t e  low,  2 . 6 3  f o r  t h e  c o n t r o l  g ro u p  and 2 . 7 8  f o r  
t h e  e x p e r i m e n t a l  g r o u p .  T h i s  i n d i c a t e s  t h a t  t h e  s u b ­
j e c t s  d i d  n o t  have  a h i g h  l e v e l  o f  knowledge  c o n c e r n i n g  
f i n a n c i a l  s t a t e m e n t s  p r i o r  t o  t h e  e x p e r i m e n t .  A l a r g e  
number of  t h e  p a r t i c i p a n t s  (27.5%) had o v e r  t e n  y e a r s  
o f  management  e x p e r i e n c e .  The f a c t  t h a t  t h e  p r e t e s t  
mean s c o r e s  we r e  s t i l l  low,  i n d i c a t e s  t h a t  many of  t h e  
p a r t i c i p a n t s  a r e  r e l y i n g  on o u t s i d e  h e l p  f o r  f i n a n c i a l  
i n f o r m a t i o n  or  do n o t  u n d e r s t a n d  t h e i r  f i n a n c i a l  s t a t e ­
me n t s  w e l l  enough t o  u t i l i z e  t h e  i n f o r m a t i o n  p r e s e n t e d  
t h e r e i n .  T h i s  s u p p o r t s  t h e  s t a t i s t i c s  r e p o r t e d  in 
C h a p t e r  one ( L i e b t a g ,  1 9 8 7 ) .
The p o s t t e s t  s c o r e s  w e r e  a n a l y z e d  u s i n g  bo t h  p a r a ­
m e t r i c  and n o n p a r a m e t r i c  p r o c e d u r e s .  The r e s u l t s  w er e
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t h e  same u n de r  a l l  a n a l y s e s .  The n u l l  h y p o t h e s i s  of  no 
d i f f e r e n c e  be tween  g r oup  s c o r e s  was r e j e c t e d  a t  t h e  .05 
l e v e l  o f  s i g n i f i c a n c e .  T h u s ,  t h e  d a t a  s u g g e s t s  t h a t  t he  
t r a i n i n g  i n t e r v e n t i o n  r e s u l t e d  i n  b e t t e r  f i n a n c i a l  s t a t e ­
ment  u n d e r s t a n d i n g  f o r  t h e  e x p e r i m e n t a l  g r o u p .  The 
a d j u s t e d  mean s c o r e  f o r  t h e  e x p e r i m e n t a l  g r o u p ,  wh i ch  
r e c e i v e d  t h e  t r a i n i n g ,  was 5 . 9 8  w h i l e  t h e  mean s c o r e  f o r  
t h e  c o n t r o l  g r o u p  was 3 . 0 9 .  W h i l e  t h e  d i f f e r e n c e  was 
s i g n i f i c a n t  a t  t h e  . 0 5  a i p n a  l e v e l ,  n e i t h e r  s c o r e  i s  s t i l l  
v e r y  h i g h .  T h i s  i s  t o  be e x p e c t e d  due t o  t h e  n e c e s s a r i l y  
s h o r t  d u r a t i o n  of  t h e  t r a i n i n g  i n t e r v e n t i o n .  Of i n t e r e s t ,  
however ,  i s  t h e  s i g n i f i c a n t  f i n d i n g  t h a t  u n d e r s t a n d i n g  
c o u l d  be i n c r e a s e d  i n  such a s h o r t  t i m e .
Secondar y  H y p o t h e s e s
S e v e r a l  a t t i t u d i n a l  v a r i a b l e s  we r e  a l s o  a n a l y z e d  
in  an e f f o r t  t o  d e t e r m i n e  wha t  e f f e c t ,  i f  a n y ,  i n d i v i ­
dua l  c h a r a c t e r i s t i c s  mi gh t  have  on s u b j e c t ' s  a b i l i t y  
t o  l e a r n  f rom t h e  i n t e r v e n t i o n .  Dogmat i sm,  job  
i n v o l v e m e n t ,  m o t i v a t i o n  and 1 i b e r a l i s m - c o n s e r v a t i s m  
wer e  a n a l y z e d .  The d a t a  s u g g e s t e d  t h a t  t h e  o n l y  one 
of  t h e s e  wh i ch  s i g n i f i c a n t l y  e f f e c t e d  t h e  p o s t t e s t  
s c o r e s  was j ob  i n v o l v e m e n t .  T h i s  c o i n c i d e s  w i t h  t h e  
f a c t  t h a t  sma l l  b u s i n e s s  owners  mu s t  o f t e n  work long  
h o u r s  t o  n o u r i s h  a new company,  and t h a t  many owners
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mus t  become h e a v i l y  i n v o l v e d  w i t h  t h e i r  j obs  in  o r d e r  
f o r  t h e  b u s i n e s s  t o  s u c c e e e d .
An a n a l y s i s  o f  d e m og r a p h i c  v a r i a b l e s ,  i n c l u d i n g  
e t h n i c  b a c k g r o u n d ,  a g e ,  income,  e d u c a t i o n  and management  
e x p e r i e n c e ,  showed no d i f f e r e n c e  a c r o s s  a b r o a d  s p e c t r u m  
of  v a r i a b l e s .  T h i s  was u n e x p e c t e d  s i n c e  a l a r g e  number 
o f  p a r t i c i p a n t s  (33.75%) r e p o r t e d  t h a t  t h e y  had r e c e i v e d  
a t  l e a s t  some e d u c a t i o n  in  a d d i t i o n  t o  a c o l l e g e  Bache­
l o r ' s  D e g r e e .  I n f o r m a t i o n  on t h e  t y p e  of  d e g r e e  r e c e i v e d  
was n o t  c o m pi l e d  and t h a t  i n f o r m a t i o n  m i g h t  have  been 
u s e f u l .  The f a c t  t h a t  none o f  t h e s e  v a r i a b l e s  a f f e c t e d  
t h e  t r a i n i n g  r e s u l t s  does  i n d i c a t e  t h a t  a t r a i n i n g  s e s ­
s i o n  of  t h i s  t y p e  i s  s u c c e s s f u l  a c r o s s  a wi de  v a r i e t y  of 
s u b j e c t s .  T h i s  l e n d s  c r e d e n c e  t o  t h e  p o t e n t i a l  o f  u s i n g  
r e q u i r e d  t r a i n i n g  as  an a i d  in  h e l p i n g  s m a l l  b u s i n e s s  
owners  b e t t e r  u n d e r s t a n d  t h e i r  f i n a n c i a l  s t a t e m e n t s .
N e i t h e r  a ge  nor  management  e x p e r i e n c e  p r o v e d  t o  be 
good i n d i c a t o r s  of  an a b i l i t y  t o  u n d e r s t a n d  f i n a n c i a l  
s t a t e m e n t s .  T h i s  s u p p o r t s  t h e  p r e v i o u s  work in  t h e  f i e l d  
(Arkes  <3c H a r k n e s s ,  1980;  E i n h o r n  & H o g a r t h ,  1978;  Ashton 
& A s h t o n ,  1988) c o n c e r n i n g  s u p p r e s s i o n  b i a s .  Both of  t h e s  
s t u d i e s  found t h a t  d e c i s i o n - m a k e r s  s e l e c t i v e l y  i g n o r e  
i n f o r m a t i o n  t h a t  i s  d i f f i c u l t  t o  u n d e r s t a n d .  F u r t h e r m o r e ,  
once  a d e c i s i o n  model  has  been m e n t a l l y  e s t a b l i s h e d ,  human 
a r e  more  l i k e l y  t o  f a l s e l y  r e c o g n i z e  c u e s  t h a t  f i t  i n t o  
t h e i r  p r e s e l e c t e d  p a r a d i g m  (Arkes  & H a r k n e s s ,  1980) .
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A p p a r e n t l y ,  members o f  t h e  e x p e r i m e n t a l  g r oup  d i s g a r d e d  
i n f o r m a t i o n  f ound  in  t h e  f i n a n c i a l  s t a t e m e n t s  t h e y  d i d  
no t  u n d e r s t a n d  and b a s e d  t h e i r  o p i n i o n s  and d e c i s i o n s  
on o t h e r  i n f o r m a t i o n .  For  e xa mp l e ,  t h e  c o n c e p t  of  
l e v e r a g e  i s  p r o b a b l y  more  d i f f i c u l t  t o  u n d e r s t a n d  t ha n  
t h e  c o n c e p t  o f  l i q u i d i t y .  Thus ,  i f  one does  no t  u n d e r ­
s t a n d  l e v e r a g e ,  one may b a s e  t h e i r  r i s k  d e c i s i o n s  (or  
a n s w e r s )  on l i q u i d i t y  m e a s u r e s  even  when t h e  s i t u a t i o n  
c a l l s  f o r  an answer  b a se d  on l e v e r a g e .
T h i s  i s  in c o n t r a s t  t o  t h e  a n a l y s i s  of  t h e  a t t i ­
t u d i n a l  v a r i a b l e s  where  i t  was found t h a t  h i g h  s c o r e s  
on a dogma t i sm s c a l e  had no e f f e c t  on t h e  g a i n  s c o r e s .  
One would e x p e c t  some n e g a t i v e  c o r r e l a t i o n  be tween 
dogmat i sm and g a i n  s c o r e s  which  would  s u p p o r t  t h e  s u p ­
p r e s s i o n  b i a s  t h e o r i e s .  P e r h a p s  one  r e a s o n  f o r  t h i s  
f i n d i n g  i s  t h a t  t h e  dogmat i sm s c a l e  u t i l i z e d ,  which 
had a r e p o r t e d  r e l i a b i l i t y  o f  . 8 3 ,  had t h e  l o we s t  
r e l i a b i l i t y  on t h i s  a d m i n i s t r a t i o n  of  any of  t he  a t t i ­
t u d i n a l  v a r i a b l e s  ( . 2 2 ) .  T h i s  i s  low.  Th i s  may be 
p a r t i a l l y  due t o  t h e  f a c t  t h a t  t h e  s c a l e  was d e ve lo p e d  
in 1962,  and t h e  q u e s t i o n s  seemed somewhat  o u t - o f - d a t e .
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L i m i t a t i o n s  of  t h e  S t udy
The s t u d y  was c o n d u c t e d  in a l a b o r a t o r y  s e t t i n g .
As w i t h  mo s t  b e h a v i o r a l  e x p e r i m e n t s  of  t h i s  t y p e ,  t h e  
e n v i r o n m e n t  was somewhat  c o n t r i v e d  i n  t h a t  s u b j e c t s  
w er e  a s k e d  t o  p e r f o r m  a t a s k  which  would  n o r m a l l y  t a k e  
p l a c e  in t h e i r  own o f f i c e s .  F u t h e r m o r e ,  i t  i s  no t  
known f o r  c e r t a i n  t h a t  f i n a n c i a l  s t a t e m e n t  a n a l y s i s  was 
a normal  j ob  t a s k  f o r  t h e s e  p a r t i c i p a n t s .  For  e x a m p l e ,  
a manager  may have  h i s  b o o k k e ep e r  a n a l y z e  t h e  s t a t e m e n t s  
o r  t h e y  may use  a  CPA f i r m  t o  p r e p a r e  and a n a l y z e  t h e  
s t a t e m e n t s .  The l a b o r a t o r y  s e t t i n g  i n c r e a s e s  t h e  i n t e r ­
n a l  v a l i d i t y  of  t h e  e x p e r i m e n t ,  b u t  may l i m i t  t h e  f i n d i n  
i n  o t h e r  a r e a s .
T r a n s f e r  o f  T r a i n i n g
As m e n t i o n e d  e a r l i e r ,  t h e  t r a i n i n g  t r e a t m e n t  was 
l i m i t e d  t o  a p p r o x i m a t e l y  one hour  in  an e f f o r t  t o  keep 
t h e  e x p e r i m e n t a l  t i m e  down t o  t h r e e  h o u r s .  Given  t h e  
f a c t  t h a t  a p l a c e b o  t r e a t m e n t  was u t i l i z e d ,  two t e s t s  
we r e  g i v e n ,  and t h e  a t t i t u d i n a l  q u e s t i o n n a i r e s  and 
d e mo g r ap h i c  d a t a  we r e  d rawn ,  i t  was n o t  p o s s i b l e  t o  
e x t e n d  t h e  t r a i n i n g  f o r  more  t h a n  one h o u r .  Th i s  i s  a 
smal l  amount  of  t ime  t o  d e v o t e  t o  f i n a n c i a l  s t a t e m e n t  
a n a l y s i s .  The q u e s t i o n  t h e n  becomes t o  wha t  e x t e n t  t h e
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i n f o r m a t i o n  r e c e i v e d  w i l l  r e m a i n  i n  t h e  minds  o f  t h e  
r e c i p i e n t s .
T r a n s f e r  o f  t r a i n i n g  r e q u i r e s  more  t h a n  r emember ing  
wha t  i s  l e a r n e d .  In o r d e r  f o r  a t r a i n i n g  i n t e r v e n t i o n  
t o  be s u c c e s s f u l ,  t h e  s u b j e c t s  mus t  a p p l y  t h e  newly 
l e a r n e d  i n f o r m a t i o n  i n  t h e i r  home e n v i r o n m e n t s .  Thus ,  
i f  t h e  sma l l  b u s i n e s s  owners  do n o t  u s e  wha t  t h e y  have  
l e a r n e d  and a p p l y  i t  t o  t h e i r  own c o m p a n i e s ,  no p r a c t i - 
c a l  r e s u l t s  w i l l  have  been  o b t a i n e d .
R e s e a r c h  i n d i c a t e s  t h a t  sma l l  b u s i n e s s  owners  who 
u s e  some s e t  me thod  f o r  a n a l y z i n g  t h e i r  own f i n a n c i a l  
s t a t e m e n t s  a r e  more  s u c c e s s f u l  t h a n  t h o s e  who do n o t .  
S l a v i n  and Armen ( 1962)  a n a l y z e d  518 s m a l l  b u s i n e s s e s .  
They r a n k e d  them a c c o r d i n g  t o  p r o f i t a b i l i t y .  Only 
t h r e e  above t h e  me di a n  f a i l e d  t o  u t i l i z e  some s o r t  o f  
r a t i o  a n a l y s i s  t o  a n a l y z e  t h e i r  f i n a n c i a l  s t a t e m e n t s .  
S l a v i n  and A rme n ' s  s t u d y  wou l d  l e nd  s u p p o r t  t o  t he  
c o n t e n t i o n  t h a t  u n d e r s t a n d i n g  of  f i n a n c i a l  s t a t e m e n t s  
h e l p s  t o  r e d u c e  r i s k  and t h u s  improve  s u c c e s s  as  m e a s u r e d  
by p r o f i t a b i l i t y .
Har tman  and Sumners  ( 1 9 8 3 ) ,  f ound  t h a t  t h e  e f f e c t s  
of  t r a i n i n g  can be t r a n s f e r r e d  t o  t h e  work p l a c e .  They 
f ound  t h a t  t h e  a u d i t o r s  who r e c e i v e d  i n f o r m a t i o n  c o n ­
c e r n i n g  t h e  F o r e i g n  C o r r u p t  P r a c t i c e s  Act  w er e  more 
l i k e l y  t o  i n c o r p o r a t e  a u d i t  t e c h n i q u e s  i n  t h e i r  a u d i t  
p rogr ams  w hi ch  s p e c i f i c a l l y  s e a r c h e d  f o r  v i o l a t i o n s  of
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t h e  a c t  t h a n  d i d  t h o s e  who d i d  n o t  r e c e i v e  t h e  t r a i n i n g .  
T h i s  l e n d s  s u p p o r t  t o  t h e  c o n t e n t i o n  t h a t  a b e t t e r  
u n d e r s t a n d i n g  of  f i n a n c i a l  s t a t e m e n t s  can  l e a d  t o  r i s k  
r e d u c t i o n  by s m a l l  b u s i n e s s  o wn e r s .
Though t h e  e x p e r i m e n t  f ound  t h a t  t h e  e x p e r i m e n t a l  
g r oup  was b e t t e r  a b l e  t o  u n d e r s t a n d  t h e  c a s e  s t u d y  
f i n a n c i a l  s t a t e m e n t s  a f t e r  t h e  t r a i n i n g ,  t h e r e  was no 
way t o  i n s u r e  t h a t  t h e  newly  l e a r n e d  i n f o r m a t i o n  w i l l  
be u t i l i z e d  by t h e  p a r t i c i p a n t s  a f t e r  t h e  t r a i n i n g  
s e s s i o n .  In an a c t u a l  SBA s e t t i n g ,  howe ve r ,  t h i s  p r o b l e m 
c o u l d  be m i t i g a t e d  by r e q u i r i n g  t h e  l o a n  r e c i p i e n t s  t o  
r e p o r t  c e r t a i n  i n f o r m a t i o n  t o  t h e  a g e n c y .  Th i s  c o u l d  
s i mp l y  be an addendum t o  t h e  normal  f i n a n c i a l  s t a t e m e n t s  
t h a t  a r e  a l r e a d y  r e q u i r e d .
T h i s  r e p o r t i n g  c o u l d  s e r v e  a dua l  p u r p o s e .  I t  
c o u l d  n o t  o n l y  e mp h a s i z e  t o  t h e  l oan  h o l d e r  t h a t  t h e  
SBA c o n s i d e r s  t h i s  i n f o r m a t i o n  t o  be i m p o r t a n t ,  b u t  t h e  
b u s i n e s s  o wne r / manage r  w i l l  have  t o  be aware  of  such  
t h i n g s  a s  l i q u i d i t y  p o s i t i o n ,  o p e r a t i n g  l e v e r a g e  and 
f i n a n c i a l  l e v e r a g e  in  h i s  own b u s i n e s s  as  w e l l .  Th i s  
i n f o r m a t i o n  can o n l y  h e l p  t h e  owner /manage r  t o  b e t t e r  
u n d e r s t a n d  h i s  own b u s i n e s s .
E x p e r i m e n t a l  Q u e s t i o n s
S e v e r a l  i s s u e s  t h a t  r e l a t e  t o  t h e  e x p e r i m e n t a l
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t r e a t m e n t  b e a r  s c r u t i n y .  The c a s e  u s ed  t o  a d m i n i s t e r  
t h e  e x p e r i m e n t  was n e c e s s a r i l y  s h o r t .  F u r t h e r m o r e ,  
t h e  c a s e  i n v o l v e d  s e r v i c e  b u s i n e s s e s  b e c a u s e  t h o s e  
a r e  g e n e r a l l y  more  e a s i l y  u n d e r s t o o d .  U s i n g  a s e r v i c e  
b u s i n e s s  e l i m i n a t e s  t h e  need  t o  e x p l a i n  c o s t  o f  goods 
s o l d ,  i n v e n t o r y  p r i c i n g  me t hods  and o t h e r  more  complex 
t o p i c s  a s s o c i a t e d  w i t h  m e r c h a n d i s i n g  f i r m s .
E n t r e p r e n e u r s  have  a t e n d e n c y  t o  s p e c i a l i z e .  For 
e x a m p l e ,  i f  an e n t r e p r e n e u r  i s  o p e r a t i n g  a b a k e r y ,  he 
may u n d e r s t a n d  t h e  f i n a n c i a l  s t a t e m e n t s  of  a b a k e r y ,  
b u t  no t  be a b l e  t o  t r a n s f e r  t h a t  knowledge  i n t o  a 
d i f f e r e n t  s e t t i n g .  The sma l l  b u s i n e s s  e n v i r o n m e n t  i s  
v e r y  d i v e r s e ,  and i t  would  n o t  be p o s s i b l e  t o  p r o v i d e  
i n f o r m a t i o n  f a m i l i a r  t o  a l l  p a r t i c i p a n t s  i n  an e x p e r i ­
m e n t a l  s e t t i n g .  R a n d o m i z a t i o n  c o r r e c t s  t h i s  p r o b l e m  
of  s e l e c t i o n  b i a s  f rom an e x p e r i m e n t a l  p e r s p e c t i v e .
From a p r a c t i c a l  p e r s p e c t i v e ,  t h o u g h ,  one  s h o u l d  
p r o b a b l y  s t r u c t u r e  t h e  t r a i n i n g  i n t e r v e n t i o n  t o  con f o r m 
t o  t h e  e x p e c t e d  a u d i e n c e .  T h i s  would  p r o b a b l y  i n c r e a s e  
t h e  raw p o s t t e s t  s c o r e s .
A second  i s s u e  i n v o l v i n g  t h e  e x p e r i m e n t  i s  t h a t  of  
s u b j e c t  m o t i v a t i o n .  Many p s y c h o l o g i s t s  b e l i e v e  t h a t  
humans p e r f o r m  b e t t e r  when t h e r e  i s  a r ewar d  f o r  good 
p e r f o r m a n c e .  In t h i s  e x p e r i m e n t ,  s u b j e c t s  w er e  a sk e d  
t o  g i v e  up an e \ e n i n g  t o  p a r t i c i p a t e  w i t h  t h e i r  o n l y  
r ewar d  b e i n g  t h e  r e c e i p t  of  i n f o r m a t i o n .  One m i g h t
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e x p e c t  t h a t  by t h e  t i me  t h e  p o s t t e s t  was a d m i n i s t e r e d  
( 9 : 3 0  p . m . ) ,  t h e  s u b j e c t s  m i g h t  n o t  r e a l l y  c a r e  whe t he  
or  n o t  t h e y  d i d  w e l l .  T h i s  m a t u r a t i o n  e f f e c t  c o u l d  
a l s o  e x p l a i n  t h e  r e l a t i v e l y  low raw p o s t t e s t  s c o r e s .
E x t e r n a l  V a l i d i t y
E x t e r n a l  v a l i d i t y  i s  t h e  e x t e n t  t o  which  e x p e r i ­
m e n t a l  r e s u l t s  can be g e n e r a l i z e d  a c r o s s  t y p e s  of  
p e r s o n s ,  s e t t i n g s  and t ime  (Cook & C a m p b e l l ,  1979) .
One method  of  a c h i e v i n g  a h i g h  d e g r e e  of  e x t e r n a l  
v a l i d i t y  i s  random s e l e c t i o n  o f  s u b j e c t s .  T h i s  method 
was n o t  a v a i l a b l e  in t h i s  e x p e r i m e n t  s i n c e  t h e  s u b ­
j e c t s  s e l f - s e l e c t e d  t h e m s e l v e s .  Tha t  i s ,  a l a r g e  
number o f  p o t e n t i a l  s u b j e c t s  were  c o n t a c t e d  and t h o s e  
i n t e r e s t e d  i n  p a r t i c i p a t i n g  r e g i s t e r e d  f o r  t h e  s emi na r  
As a r e s u l t ,  t h e r e  a r e  c e r t a i n  b r o a d  s e l e c t i o n  b i a s  
a t t r i b u t e s  t h a t  c a n n o t  be e l i m i n a t e d  a s  t h r e a t s  t o  
e x t e r n a l  v a l i d i t y .  For  e x a m p l e ,  one  would  e x p e c t  
t h o s e  s ma l l  b u s i n e s s  owners  who a r e  h i g h l y  m o t i v a t e d  
and i n v o l v e d  in  t h e i r  j obs  t o  be  w i l l i n g  t o  come t o  
t h e  s e m i n a r .
E x t e r n a l  v a l i d i t y ,  however ,  mu s t  be m o d i f i e d  by 
t h e  i n t e n t  of  t h e  e x p e r i m e n t .  The r e s u l t s  o f  t h i s  
e x p e r i m e n t  were  n o t  i n t e n d e d  t o  be a p p l i c a b l e  a c r o s s  
a l l  p o p u l a t i o n s ,  bu t  r a t h e r  t o  a t a r g e t e d  g r o u p  of
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c u r r e n t  and p o t e n t i a l  s m a l l  b u s i n e s s  o w e r / m a n a g e r s .
The f a c t  t h a t  t h e  s u b j e c t s  w er e  a s s o c i a t e d  w i t h  s m a l l  
b u s i n e s s  i n c r e a s e s  t h e  e x t e r n a l  v a l i d i t y  in  t h i s  a r e a .  
F u r t h e r m o r e ,  t h e  d emo g r ap h i c  v a r i a b l e s  showed no e f f e c t  
on t h e  g a i n  s c o r e s ,  t h u s  a l l o w i n g  t h e s e  r e s u l t s  t o  be 
g e n e r a l i z e d  a c r o s s  a  w i d e  s p e c t r u m  of  t h e  t a r g e t e d  
p o p u l a t i o n .
S u g g e s t i o n s  f o r  F u t u r e  R e s e a r c h
The f i n d i n g s  of  t h i s  e x p e r i m e n t  s u g g e s t  some 
a venues  f o r  f u t u r e  r e s e a r c h  i n  t h e  a r e a  o f  s m a l l  b u s i ­
n e s s .  The mos t  o b v i o u s  e x t e n s i o n  of  t h i s  e x p e r i m e n t  
would  be a t i me  s e r i e s  s t u d y  u s i n g  a c t u a l  SBA loan  
a p p l i c a n t s  and r e c i p i e n t s .  T h i s  e x p e r i m e n t  c o u l d  t e s t  
v a r i o u s  t y p es  of  t r a i n i n g  me t hods  f o r  r e l a t i v e  e f ­
f e c t i v e n e s s ,  a s  w e l l  a s  t h e  o v e r a l l  t e s t  t o  d e t e r m i n e  
w he t he r  or  no t  a s e r i e s  of  t r a i n i n g  i n t e r v e n t i o n s  would 
h e l p  smal l  b u s i n e s s  owners  t o  b e t t e r  u n d e r s t a n d  t h e i r  
f i n a n c i a l  s t a t e m e n t s .  The t i me  s e r i e s  a p p r o a c h  would  
a l l o w  c om p ar i so n  be tween  t h e  r e l a t i v e  p r o f i t a b i l i t y ,  
a s  w e l l  as  s u c c e s s  or  f a i l u r e  o f  c ompan i es  t h a t  had 
r e c e i v e d  t r a i n i n g  t o  t h o s e  t h a t  had n o t .
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E x t e n d i n g  t h e  R e s e a r c h
The i n t e n t  o f  t h i s  e x p e r i m e n t  was t o  c r e a t e  a 
s t u d y  t h a t  c o u l d  c o n c e i v a b l y  be t r a n s f e r r e d  t o  an SBA 
w o r k i n g  e n v i r o n m e n t .  For  t h i s  r e a s o n ,  one s h o u l d  
u t i l i z e  a me t ho d o l o g y  t h a t  would  c o n s i d e r  t h e  p r a c t i c a l  
q u e s t i o n s  t h a t  would  a r i s e  s h o u l d  t h e  s t u d y  be e x t e n d e d  
i n t o  a t r u e  SBA l e n d i n g  s i t u a t i o n .
In an a t t e m p t  t o  d e t e r m i n e  t h e  n a t u r e  o f  t h e  t r a i n ­
i ng  t h a t  s h ou l d  be r e q u i r e d  in a t r u e  work e n v i r o n m e n t ,  
one s h o u l d  a d d r e s s  t h r e e  q u e s t i o n s  f rom a t h e o r e t i c a l  
s t a n d p o i n t :  (1)  At wha t  s t a g e  o f  t h e  loan  p r o c e s s
s h o u l d  t r a i n i n g  be a d m i n i s t e r e d ;  (2)  What s h o u l d  be t h e  
c o n t e n t  of  t h e  t r a i n i n g ,  i n  t e r ms  of  what  a p r o s p e c t i v e  
b o r r o w e r  mus t  l e a r n  t o  improve h i s  management  s k i l l s ;  
and (3 )  Who s h o u l d  r e c e i v e  t h e  t r a i n i n g  (Wexley,  1984) .
The e x t e n d e d  s t u d y  would  assume t h a t  a c t u a l  SBA 
a p p l i c a n t s  be u t i l i z e d ,  and t h e  t r a i n i n g  would  t a k e  
p l a c e  a f t e r  t h e  l oan  has  been  f o r m a l l y  a p p r o v e d ,  b u t  
b e f o r e  g r a n t i n g  of t h e  a c t u a l  a p p r o v a l  p a p e r s .  Thus ,  
r e c i p i e n t s  would  r e a l i z e  t h a t  t h e i r  l o a n s  have  been  
a p p r o v e d ,  and some a d d i t i o n a l  m o t i v a t i o n  would be 
a t t a c h e d  t o  t h e i r  s u c c e s s  in  t h e  t r a i n i n g  p r o g r a m.  
A l t h o u g h  i t  c a n n o t  be assumed t h a t  poor  p e r f o r m a n c e  in 
t h e  t r a i n i n g  p r og r am would  c a u s e  t h e  loan  t o  be d e n i e d ,  
p e r h a p s  t h e  f a c t  t h a t  t h e  a c t u a l  c a s h  has  been p r o m i s e d ,
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b u t  no t  r e c e i v e d  wou ld  i n c r e a s e  t h e  p a r t i c i p a t i o n  i n  
t h e  p r og r am and a l s o  i n c r e a s e  t h e  e f f o r t  pu t  f o r t h  by 
t h e  s u b j e c t s .
An o t he r  j u s t i f i c a t i o n  f o r  i n c l u d i n g  t h e  t r a i n i n g  
a t  t h i s  t ime  l i e s  i n  t h e  f a c t  t h a t  t h e  l o n g e r  t h e  gap 
be tween  l e a r n i n g  and d o i n g ,  t h e  g r e a t e r  t h e  chance  t o  
f o r g e t  newly a c q u i r e d  s k i l l s  and i n f o r m a t i o n  (Quarmby,  
1 9 8 4 ) .  Thus ,  a d m i n i s t e r i n g  t h e  t r a i n i n g  j u s t  p r i o r  
t o  t h e  l o a n  d i s b u r s e m e n t  s h o u l d  e nh an ce  t h e  t r a n s f e r  
o f  t r a i n i n g  i n t o  t h e  j o b  e n v i r o n m e n t .
A l t h o u g h  t h e  c r u x  of  t h e  t r a i n i n g  would be t a r g e t e d  
f o r  new l o a n  r e c i p i e n t s ,  t h e  t r a i n i n g  s h o u l d  i n c l u d e  
a l l  l oan  a p p l i c a n t s  who have  been a p p r o v e d  f o r  a loan  
o r  l oan  g u a r a n t e e .
O t h e r  A p p l i c a t i o n s
A l t ho ug h  t h i s  r e s e a r c h  a d d r e s s e s  a s p e c i f i c  p o i n t  
o f  knowledge  f o r  p o t e n t i a l  SBA r e c i p i e n t s ,  a number of  
p e r i p h e r a l  i s s u e s  may a l s o  b e a r  s t u d y  in  t h e  a r e a  o f  
s m a l l  b u s i n e s s  l oan  d e f a u l t s .  D i t t r i c h  (1975)  s u g g e s t s  
t h a t  t h e  f i r s t  s t e p  i n  management  dev e l o p men t  i s  t o  
d e t e r m i n e  t h e  c u r r e n t  c a p a b i l i t i e s  o f  p o t e n t i a l  mana ­
g e r s .  P s y c h o l o g i c a l  i n v e n t o r i e s  c o u l d  be used  t o  
i n v e s t i g a t e  t h i s  a r e a .  For  e x a m p l e ,  how i m p o r t a n t  t o  
t h e  s u c c e s s  o f  sma l l  b u s i n e s s  a r e  t h e  a t t r i b u t e s  of
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l e a d e r s h i p ,  c r e a t i v i t y ,  d r i v e ,  e t c ?
P e r h a p s  a i d  t o  s m a l l  b u s i n e s s  s h o u l d  n o t  be 
implemented  by f o r ma l  t r a i n i n g  a t  a l l ,  b u t  s h o u l d  
u t i l i z e  o u t s i d e  e x p e r t s  a s  m e n t o r s  ( Gr a y ,  1986) or  
a c c e p t  sma l l  b u s i n e s s m a n  i n t o  l a r g e  compani es  t o  
u t i l i z e  t h e i r  i n - h o u s e  t r a i n i n g  p r og r ams  ( Gay t on ,
1978;  E n g l e ,  1 98 4) .  The c u r r e n t  a p p r o a c h  which  
u t i l i z e s  SOORE/ACE v o l u n t e e r s  has  n o t  been e f f e c t i v e  
as e v i d e n c e d  by t h e  f a c t  t h a t  t h e  r a t e  o f  SBA loan  
d e f a u l t s  r ema i ns  h i g h  ( U n i t e d  S t a t e s  Government ,
1988) .
F i n d i n g s  i n d i c a t e  t h a t  many sma l l  b u s i n e s s  owners  
a r e  o v e r l y  d e p e n d e n t  on t h e  b a l a n c e  o f  t h e  c a s h  a c c o u n t  
i n  a s s e s s i n g  t h e  c om p an y ' s  s u c c e s s .  An i n t e r e s t i n g  
a p p r o a c h  t o  f i n a n c i a l  s t a t e m e n t  a n a l y s i s  would be t o  
a sk  q u e s t i o n s  a bo u t  a c e r t a i n  s e t  o f  f i n a n c i a l  s t a t e ­
men t s  and t h e n  a s k  t h e  s mal l  b u s i n e s s  owners  what  
i n f o r m a t i o n  t h e y  a c t u a l l y  u sed  t o  make t h e i r  answer  
s e l e c t i o n .  T h i s  would  f u r t h e r  t h e  work of  E i n h o rn  and 
Ho g a r t h  i n  a t t e m p t i n g  t o  u n d e r s t a n d  t h e  f i n a n c i a l  
d e c i s i o n - m a k i n g  p r o c e s s  of  t h e  sma l l  b u s i n e s s  owner .
Of f u r t h e r  i n t e r e s t  would  be t o  i n v e s t i g a t e  t h e  
e x t e n t  t o  w h i ch  smal l  b u s i n e s s  owners  depend on t h e i r  
CPA's  t o  make f i n a n c i a l  d e c i s i o n s  f o r  t hem.  S i nc e  i t  
a p p e a r s  t h e y  do no t  t h o r o u g h l y  u n d e r s t a n d  t h e i r  
f i n a n c i a l  s t a t e m e n t s ,  t h e y  mus t  be r e l y i n g  on o u t s i d e
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s o u r c e s  t o  h e l p  them make d e c i s i o n s .  Who a r e  t h e s e  
o u t s i d e  s o u r c e s ?  They c o u l d  p o s s i b l y  be b a n k e r s ,  
l a w y e r s ,  f i n a n c i a l  c o n s u l t a n t s ,  o r  CPA' s .  I t  would 
be i n t e r e s t i n g  t o  d e t e r m i n e  whi ch  p r o f e s s i o n a l s  a r e  
c o n s u l t e d  on a v a r i e t y  o f  p r o b l e m s .
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A t t a c h e d ,  p l e a s e  f i n d  two s e t s  of  f i n a n c i a l  s t a t e ­
m e n t s ;  one  f o r  Smi th  Company and one  f o r  Hones Company.  
Both  c ompan i es  a r e  c l o s e l y  h e l d  f a m i l y  c o r p o r a t i o n s ,  
managed by t h e  p r i n c i p a l  s h a r e h o l d e r .  Both a r e  s e r v i c e  
b u s i n e s s e s  and do n o t  d i f f e r  m a r k e d l y  i n  t h e i r  f i n a n ­
c i a l  r e p o r t i n g  p r a c t i c e s ,  i . e . ,  b o t h  v a l u e  i n v e n o t r y  
u s i n g  FIFO,  b o t h  u s e  S t r a i g h t  L i n e  D e p r e c i a t i o n .
Both compan i es  a r e  a p p r o x i m a t e l y  5 y e a r s  o l d ,  and 
b o t h  m a n ag e r s  a r e  i n  t h e i r  mid 3 0 ' s ,  h a v i n g  o pened  t h e i r  
own b u s i n e s s  as  a r e s u l t  of  e x p e r i e n c e  g a i n e d  as  j u n i o r  
e x e c u t i v e s  i n  o t h e r  f i r m s .  N e i t h e r  Mr.  Smi th  nor  Mr.  
Hones have  e x t e n s i v e  a c c o u n t i n g  knowl edge  (6 c o l l e g e  
h o u r s ) .
Mr.  S m i t h ' s  s e r v i c e  i s  u n i q u e  i n  t h e  m a r k e t  p l a c e ,  
c o m pe t in g  f o r  a sma l l  segment  w i t h  s p e c i a l i z e d  n e e d s .
H i s  r e c o r d  k e e p e r  i s  a c o l l e g e  g r a d u a t e  who has  a  d e ­
g r e e  in b u s i n e s s  a d m i n i s t r a t i o n .  He h i r e s  a  l o c a l  CPA 
f i r m  t o  f i l e  q u a r t e r l y  p a y r o l l  r e p o r t s ,  c l o s e  t h e  books 
a n n u a l l y  and f i l e  t a x  r e t u r n s .
Mr.  Hones '  s e r v i c e  compe t es  w i t h  l a r g e r  f i r m s  i n  t h e  
m a r k e t  p l a c e  and i s  t h u s  o p e r a t e d  a t  a h i g h e r  l e v e l .  Hi s  
r e c o r d  k e e p e r  i s  a l s o  a c o l l e g e  g r a d u a t e  i n  b u s i n e s s  
a d m i n i s t r a t i o n .  He does  no t  employ a CPA.
U s i n g  t h e  above  i n f o r m a t i o n  and t h e  f i n a n c i a l  s t a t e m e n t s  
a t t a c h e d ,  p l e a s e  e x p r e s s  your  o p i n i o n  a s  t o  t h e  f o l l o w ­
i n g :  Assume t h a t  e ach  s i t u a t i o n  i s  i n d e p e n d e n t  o f  a l l
o t h e r s .  You may remove t h e  f i n a n c i a l  s t a t e m e n t s  i f  you 
wou l d  l i k e  t o  make a n a l y s i s  e a s i e r  ( p .  151 and 1 5 2 ) .
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(1)  C o n s i d e r i n g  t h e  change  i n  l i q u i d i t y  o f  t h e  two com­
p a n i e s  o v e r  t i m e ,  wh i ch  s t a t e m e i . .  do you f e e l  i s  mos t  
a c c u r a t e ?
  ( a )  Smi th  i s  becoming more  r i s k y  o v e r  t i me
  ( b )  J o n es  i s  becoming more  r i s k y  o v e r  t i me
  ( c )  Both  f i r m s  a r e  becomi ng  more  r i s k y  over
t i me
  ( d )  Both f i r m s  a r e  becomi ng  l e s s  r i s k y  over
t i me
(2)  Assuming an u n f o r e s e e n  e x p e n s e  o f  $ 2 0 , 0 0 0  b e f a l l s  
e a c h  company,  which  company do you f e e l  w i l l  b e s t  be 
a b l e  t o  mee t  t h i s  o b l i g a t i o n ?
  ( a )  Smi th  Company b e c a u s e  i t  i s  g e n e r a t i n g
more  c a s h
  ( b )  J on es  Company b e c a u s e  i t  i s  g e n e r a t i n g
more  c as h
  ( c )  Smi th  Company b e c a u s e  i t s  p r o f i t  i s
h i g h e r
  (d )  J on es  Company b e c a u s e  i t s  p r o f i t  i s
h i g h e r
(3)  C o n s i d e r i n g  t h e  f a c t  t h a t  Smi th  Company would  l i k e  
t o  e x p an d ,  would you reconrmend t h a t  t h e y :
  ( a )  F i n a n c e  e x p a n s i o n  by i s s u i n g  more  s t o c k
  ( b )  F i n a n c e  e x p a n s i o n  by b o r r o w i n g  more  money
  ( c )  Hold o f f  e x p a n s i o n  u n t i l  i t  can be
f i n a n c e d  f r om r e t a i n e d  e a r n i n g s
  ( d )  F i n a n c e  e x p a n s i o n  by m e r g i n g  w i t h  a n o t h e r
f i rm
  ( e )  U t i l i z e  a c o m b i n a t i o n  o f  s t o c k  i s s u e s  and
b o r r o w i n g
(4)  Economic c o n d i t i o n s  i n  t h e  a r e a  w he re  Smi th  and Jones  
o p e r a t e  i n d i c a t e  t h a t  b u s i n e s s  may s l a c k  o f f  c o n s i d e r a b l y .  
As a r e s u l t ,  b o t h  compan i es  a r e  c o n s i d e r i n g  r e d u c i n g  t h e i r  
l a b o r  f o r c e  by l a y i n g  o f f  some w o r k e r s .  Would you e x p e c t  
t h i s  s t r a t e g y  t o  b e :
  ( a )  More e f f e c t i v e  i n  m a i n t a i n i n g  c u r r e n t
p r o f i t s  f o r  Smi th  Company
  ( b )  More e f f e c t i v e  i n  m a i n t a i n i n g  c u r r e n t
p r o f i t s  f o r  J o n e s  Company
  ( c )  Not v e r y  e f f e c t i v e  i n  m a i n t a i n i n g
p r o f i t s  f o r  e i t h e r  company
  ( d )  C o n s i d e r a b l y  e f f e c t i v e  i n  m a i n t a i n i n g
p r o f i t s  f o r  e i t h e r  company
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(5)  Bus i n e s s  c o n d i t i o n s  i n  t h e  i n d u s t r y  in  which  Smi th 
and J ones  o p e r a t e  has  been  i m p r o v i n g  s t e a d i l y .  R e c e n t l y ,  
an e v e n t  has  t a k en  p l a c e  whi ch  p r o m i s e s  t o  i n c r e a s e  
b u s i n e s s  by a  marked d e g r e e .  Do you f e e l  t h a t  t h i s  
c h a n g e  w i 1 1 :
  ( a )  I n c r e a s e  S m i t h ' s  p r o f i t s  more  t h a n
J o n e s '
  ( b )  I n c r e a s e  J o n e s '  p r o f i t s  more t h a n
Smi t  h ' s
  ( c )  I n c r e a s e  b o t h  c om p an y ' s  p r o f i t s  by
a b o u t  t h e  same amount
  (d )  I n c r e a s e  s a l e s ,  b u t  have  l i t t l e
e f f e c t  on p r o f i t s  of  e i t h e r  company
( 6 ) C o n s i d e r i n g  t h e  f a c t  t h a t  J on es  Company would  l i k e  
t o  e x p an d ,  would you recorrmend t h a t  t h e y :
  ( a )  F i n a n c e  e x p a n s i o n  by i s s u i n g  more
s t o c k
  ( b )  F i n a n c e  e x p a n s i o n  by b o r r ow i n g
more  money
  ( c )  Hold o f f  e x p a n s i o n  u n t i l  i t  can be
f i n a n c e d  f rom r e t a i n e d  e a r n i n g s
  (d )  F i n a n c e  e x p a n s i o n  by m e r g i n g  w i t h
a n o t h e r  f i r m
  ( e )  U t i l i z e  a  c o m b i n a t i o n  of  s t o c k
i s s u e s  and b o r r o w i n g
(7)  A l e a d i n g  e c o n o m i s t  w i t h  t h e  Wal l  S t r e e t  J o u r n a l  has  
i s s u e d  a f o r e c a s t  wh i ch  s u g g e s t s  an economi c  downtu rn  in 
t h e  i n d u s t r y  in  which  Smi th  and J on es  o p e r a t e .  Would you 
e x p e c t  t h i s  downturn  t o :
  ( a )  Have a  more  n e g a t i v e  e f f e c t  on Smi th
t h a n  Jones
  (b )  Have a  more  n e g a t i v e  e f f e c t  on J ones
t h a n  Smi th
  ( c )  Have an e q u a l l y  n e g a t i v e  e f f e c t  on bo t h
  (d )  Have no e f f e c t  on e i t h e r  company
  ( e )  Have a p o s i t i v e  e f f e c t  on b o t h  com­
p a n i e s
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( 8 ) In a s s e s s i n g  r e l a t i v e  r i s k  be t ween  Smi th and J o n e s ,  
t h e  mos t  u s e f u l  o b s e r v a t i o n  wou l d  be t h a t :
  ( a )  Jones  Company ' s  c u r r e n t  a s s e t s  a r e
i n c r e a s i n g
  (b )  Smi th Company ' s  i n v e n t o r y  l e v e l  i s
d e c l i  n i n g
  ( c )  Jones  Company ' s  c u r r e n t  r a t i o  i s
d e c l i  n i n g
  (d)  Smi th Company ' s  s a l a r y  e x p e n s e s  a r e
i n c r e a s i n g
( 9) In an a t t e m p t  t o  d e t e r m i n e  t h e  r e l a t i v e  e f f e c t  of  
chan ge s  in  t h e  l e v e l  of  s a l e s  on t h e  two c o m p a n i e s ,  an 
a n a l y s t  would p r o b a b l y  be c o n c e r n e d  w i t h  t h e  f a c t  t h a t :
  ( a )  Smi th Company h as  a v e r y  h i g h  c u r r e n t
r a t i o
  (b )  Smi th Company i s  l a b o r  i n t e n s e
  ( c )  J on es  Company has  a h i g h  d e g r e e  o f
o p e r a t i n g  l e v e r a g e
  (d )  Jones  Company h a s  a s ma l l  amount
of  corrmon s t o c k  o u t s t a n d i n g
(10)  F i n a n c i a l  l e v e r a g e  can  be h a r m f u l  or  b e n e f i c i a l  
d e p e n d i n g  on movements  i n  t h e  economy.  The b e s t  i n d i c a t o r  
o f  t he  d e g r e e  o f  f i n a n c i a l  l e v e r a g e  a f i r m  i s  u s i n g  can 
b e s t  be found by:
  ( a )  Look i ng  a t  t h e  s t o c k h o l d e r ' s  e q u i t y
s e c t i o n  o n l y
  (b )  Look i ng  a t  l o n g - t e r m  b o r r o w i n g  o n l y
  ( c )  Look i ng  a t  l o n g - t e r m  a s s e t s  and l o n g ­
t e r m  b o r r o w i n g
  (d )  Look i ng  a t  l o n g - t e r m  b o r r o w i n g  and
s t o c k h o l d e r ' s  e q u i t y




Smith Company Jones Company












































































Notes Payable Equipment 
Notes Payable Building 
Notes Payable General
























Add'l Paid in Capital 
Retained Earnings 
Total Equity 





















Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
152
Income Statem ent 
For Years Ended December 31, 1986 and 1987
Smith Company Jones Company
1986 1987 1986 1987
REVENUES
Income from Services $178,760 $187,698 $227,315 $ 238,681
Other Revenues 2,390 2,860 21,600 22,680
Total Revenues $181,150 $190,558 $248,915 $ 261,361
OPERATING EXPENSES
Salaries and Wages $118,760 $124,698 $132,380 $ 134,460
Advertising Expenses 6,300 6,300 14,600 14,600
Repairs & Maintenance 14,720 15,456 31,670 33,254
Shipping & Postage 2,160 2,260 1,870 1,964
Office Expense 3,280 3,444 2,167 2,275
Utilities Expenses 2,675 2,809 3,240 3,402
Travel & Entertainment 1,060 1,060 4,065 4,065
Insurance 3,475 3,649 7,590 7,970
Depreciation Expenses 2,000 2,000 42,300 42,300
Total Operating
Expenses $154,430 $161,684 $239,882 $ 244,290
Income from Operations $ 26,720 $ 28,874 $ 9,033 $ 17,071
OTHER REVENUES & EXPENSES
Income Tax Expense $ (10, 688) $(11,550) $ (3,613) $ (6,828)
Net Income $ 16,032 $ 17,324 $ 5,420 $ 10,243
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A t t a c h e d ,  p l e a s e  f i n d  two s e t s  of  f i n a n c i a l  s t a t e ­
m e n t s ;  one f o r  Logan Company and one f o r  B a r n e t t  Company.  
Both compan i es  a r e  c l o s e l y  h e l d  f a m i l y  c o r p o r a t i o n s ,  
managed by t h e  p r i n c i p a l  s h a r e h o l d e r .  Both  a r e  s e r v i c e  
b u s i n e s s e s  and do no t  d i f f e r  i n  t h e i r  f i n a n c i a l  r e p o r t ­
i ng  p r a c t i c e s ,  i . e . ,  b o t h  v a l u e  i n v e n t o r y  u s i n g  FIFO , 
b o t h  u s e  S t r a i g h t  L i n e  D e p r e c i a t i o n .
Both compani es  a r e  a p p r o x i m a t e l y  5 y e a r s  o l d ,  and 
b o t h  ma nag e r s  a r e  i n  t h e i r  mid 3 0 ' s ,  h a v i n g  opened  t h e i r  
b u s i n e s s e s  as  a r e s u l t  of  e x p e r i e n c e  g a i n e d  a s  j u n i o r  
e x e c u t i v e s  in  o t h e r  f i r m s .  N e i t h e r  Mr.  Logan nor  Mr.  
B a r n e t t  have  e x t e n s i v e  a c c o u n t i n g  knowledge  ( 6  c o l l e g e  
h o u r s ) .
Mr.  L o g a n ' s  s e r v i c e  i s  u n i q u e  i n  t h e  m a r k e t  p l a c e ,  
c om p e t i ng  f o r  a smal l  s egment  i n  s p e c i a l i z e d  n e e d s .  His  
r e c o r d  k e e p e r  i s  a c o l l e g e  g r a d u a t e  who has  a d e g r e e  in 
a c c o u n t i n g .  He h i r e s  a l o c a l  CPA f i r m  t o  f i l e  q u a r t e r l y  
p a y r o l l  r e p o r t s ,  c l o s e  t h e  books  a n n u a l l y  and f i l e  t a x  
r e t u r n s ,  as  w e l l  as  p e r f o r m  an a n n ua l  a u d i t .
Mr.  B a r n e t t ' s  s e r v i c e  c ompe t es  w i t h  l a r g e r  f i r m s  in 
t h e  m a r k e t  p l a c e  and i s  t h u s  o p e r a t e d  a t  a h i g h e r  l e v e l .  
H i s  r e c o r d  k ee pe r  i s  a l s o  a c o l l e g e  g r a d u a t e  i n  b u s i n e s s  
a d m i n i s t r a t i o n .  He does  employ a  CPA t o  f i l e  t a x  r e t u r n s  
and c l o s e  t h e  books  a n n u a l l y .  He does  n o t  have  an annua l  
a ud i  t .
U s i n g  t h e  above  i n f o r m a t i o n  and t h e  f i n a n c i a l  s t a t e m e n t s  
a t t a c h e d ,  p l e a s e  e x p r e s s  your  o p i n i o n  as  t o  t h e  f o l l o w ­
i n g :  C o n s i d e r  e a c h  s i t u a t i o n  i n d e p e n d e n t l y  of  a l l  o t h e r s .
You may rem ove t h e  f i n a n c i a l  s t a t e m e n t s  i f  you would l i k e  
t o  make a n a l y s i s  e a s i e r  ( p .  159 and 1 6 0 ) .
( 1 )  Assuming an u n f o r e s e e n  e xp en e  of  $ 6 0 , 0 0 0  b e f a l l s  each  
company,  wh ich  company do you f e e l  w i l l  b e s t  be a b l e  t o  
m eet t h i s  o b l i g a t i o n ?
  ( a )  Logan Company b e c a u s e  i t  i s  g e n e r a t i n g
more c a s h
  (b)  B a r n e t t  Company b e c a u s e  i t  i s  g e n e r a t ­
i ng  more c a s h
  ( c )  Logan Company b e c a u s e  i t s  p r o f i t s  a r e
h i g h e r
  (d)  B a r n e t t  Company b e c a u s e  i t s  p r o f i t s  a r e
h i g h e r
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(2)  C o n s i d e r i n g  t h e  f a c t  t h a t  Logan Company wou l d  l i k e  t o  
e x p a n d ,  would  you recommend t h a t  t h e y :
  ( a )  F i n a n c e  e x p a n s i o n  by i s s u i n g  more
s t o c k
  ( b )  F i n a n c e  e x p a n s i o n  by b o r r o w i n g  mor e
money
  ( c )  Hold o f f  e x p a n s i o n  u n t i l  i t  can  be
f i n a n c e d  f r om r e t a i n e d  e a r n i n g s
  (d )  F i n a n c e  e x p a n s i o n  by m e r g i n g  w i t h
a n o t h e r  f i r m
  ( e )  U t i l i z e  a  c o m b i n a t i o n  of  s t o c k
i s s u e s  and b o r r o w i n g
(3)  B u s i n e s s  c o n d i t i o n s  i n  t h e  i n d u s t r y  i n  w h i ch  Logan
and B a r n e t t  o p e r a t e  have  been  i m p r o v i n g  s t e a d i l y .  R e c e n t l y ,  
an e v e n t  has  t a k e n  p l a c e  whi ch  p r o m i s e s  t o  i n c r e a s e  b u s i n e s s  
by a marked d e g r e e .  Do you f e e l  t h a t  t h i s  c ha ng e  w i l l :
  ( a )  I n c r e a s e  L o g a n ' s  p r o f i t s  more  t h a n
B a r n e t  t ' s
  (b )  I n c r e a s e  B a r n e t t ' s  p r o f i t s  mor e  t h a n
L o g a n ' s
  ( c )  I n c r e a s e  b o t h  c o m p an y ' s  p r o f i t s  by
a b o u t  t h e  same
  (d )  I n c r e a s e  s a l e s ,  b u t  have  l i t t l e  e f f e c t
on p r o f i t s  o f  e i t h e r  company
(4)  Economic c o n d i t i o n s  i n  t h e  a r e a  wh e r e  Logan and  B a r n e t t  
o p e r a t e  i n d i c a t e  t h a t  b u s i n e s s  may s l a c k  o f f  c o n s i d e r a b l y .
As a r e s u l t ,  b o t h  compan i es  a r e  c o n s i d e r i n g  r e d u c i n g  t h e i r  
l a b o r  f o r c e  by l a y i n g  o f f  some w o r k e r s .  Would you e x p e c t  
t h i s  s t r a t e g y  t o  be :
  ( a )  More e f f e c t i v e  i n  m a i n t a i n i n g  p r o f i t s
f o r  Logan Company
  ( b )  More e f f e c t i v e  i n  m a i n t a i n i n g  p r o f i t s
f o r  B a r n e t t ' s  Company
  ( c )  Not v e r y  e f f e c t i v e  i n  m a i n t a i n i n g  p r o f i t s
f o r  e i t h e r  company
  ( d )  C o n s i d e r a b l y  e f f e c t i v e  i n  m a i n t a i n i n g
p r o f i t s  f o r  b o t h  c ompan i es
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(5)  C o n s i d e r i n g  t h e  f a c t  t h a t  B a r n e t t  Company would  l i k e  t o  
e x p a n d ,  would  you recommend t h a t  t h e y :
  ( a )  F i n a n c e  e x p a n s i o n  by i s s u i n g  more  s t o c k
  ( b )  F i n a n c e  e x p a n s i o n  by b o r r o w i n g  more
money
  ( c )  Hold o f f  e x p a n s i o n  u n t i l  i t  can  be
f i n a n c e d  f r o m r e t a i n e d  e a r n i n g s
  ( d )  F i n a n c e  e x p a n s i o n  by m e r g i n g  w i t h
a n o t h e r  f i r m
  ( e )  U t i l i z e  a  c o m b i n a t i o n  o f  s t o c k
i s s u e s  and b o r r o w i n g
( 6 ) A l e a d i n g  e c o n o m i s t  w i t h  t h e  Wal l  S t r e e t  J o u r n a l  has  
i s s u e d  a f o r e c a s t  wh i c h  s u g g e s t s  an economi c  downt u r n  i n  
t h e  i n d u s t r y  i n  whi ch  Logan and B a r n e t t  o p e r a t e .  Would 
you e x p e c t  t h i s  down t u r n  t o :
  ( a )  Have a  more  n e g a t i v e  e f f e c t  on Logan
t h a n  B a r n e t t
  ( b )  Have a  more  n e g a t i v e  e f f e c t  on B a r n e t t
t h a n  Logan
  ( c )  Have an e q u a l l y  n e g a t i v e  e f f e c t  on
b o t h
  ( d )  Have no e f f e c t  on e i t h e r  company
  ( e )  Have a  p o s i t i v e  e f f e c t  on b o t h  com­
p a n i e s
(7)  C o n s i d e r i n g  t h e  chan g e  i n  l i q u i d i t y  of  t h e  two compan i es  
o v e r  t i m e ,  wh i ch  s t a t e m e n t  do you f e e l  i s  mos t  a c c u r a t e ?
  ( a )  B a r n e t t  i s  becomi ng  more  r i s k y  ov e r
t i me
  ( b )  Logan i s  becomi ng  more  r i s k y  ov e r  t i m e
  ( c )  Both f i r m s  a r e  becomi ng  more  r i s k  o v e r
t  ime
  ( d )  Both f i r m s  a r e  becomi ng  l e s s  r i s k y  o ve r
t  ime
( 8 ) In e v a l u a t i n g  r e l a t i v e  r i s k  b e t ween  B a r n e t t  and Logan ,  
t h e  mos t  u s e f u l  o b s e r v a t i o n  would  be t h a t :
  ( a )  B a r n e t t  Comapny ' s  c u r r e n t  a s s e t s  a r e
i n c r e a s i n g
  ( b )  Logan Company ' s  i n v e n t o r y  l e v e l  i s
d e c l i n i n g
  ( c )  B a r n e t t  Company ' s  c u r r e n t  r a t i o  i s
d e c l i n i n g
  ( d )  Logan Company ' s  s a l a r y  e x p e n s e s  a r e
i n c r e a s  ing
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( 9) In an a t t e m p t  t o  d e t e r m i n e  t h e  r e l a t i v e  e f f e c t  of  
c h an g e s  i n  t h e  l e v e l  of  s a l e s  o f  t h e  two c o m p a n i e s ,  an 
a n a l y s t  would  p r o b a b l y  be c o n c e r n e d  w i t h  t h e  f a c t  t h a t :
  ( a )  Logan Company h a s  a  v e r y  h i g h
c u r r e n t  r a t i o
  ( b )  Logan Company i s  l a b o r  i n t e n s e
  ( c )  B a r n e t t  Company h a s  a h i g h  d e g r e e
of  o p e r a t i n g  l e v e r a g e
  ( d )  B a r n e t t  Company h a s  a s m a l l  amount
of  conrmon s t o c k  o u t s t a n d i n g
(10)  F i n a n c i a l  l e v e r a g e  can  be h a r m f u l  or  b e n e f i c i a l  
d e p e n d i n g  on m ovem ents i n  t h e  economy.  The b e s t  i n d i c a t o r  
o f  t h e  d e g r e e  o f  f i n a n c i a l  l e v e r a g e  a f i r m  i s  u s i n g  can 
b e s t  be found by:
  ( a )  Looking  a t  t h e  s t o c k h o l d e r ' s  e q u i t y
s e c t i o n  o n l y
  ( b )  Looking  a t  l o n g - t e r m  b o r r o w i n g  o n l y
  ( c )  Looking  a t  l o n g - t e r m  a s s e t s  and l o n g ­
t e r m  b o r r o w i n g
  (d )  Looking  a t  l o n g - t e r m  b o r r o w i n g  and
s t o c k h o l d e r ' s  e q u i t y




Logan Company Barnett Company











Less: Acc. Depr. (11,000)
Total Fixed Assets $110,000
Total Assets • $225,857
CURRENT LIABILITIES
Accounts Payable $11?  880
Notes Payable 00
Accruals 2,420
Total Cur. Liability $ 14,300
LONG-TERM LIABILITIES
Notes Payable Equipment $ 33,000 
Notes Payable Building 27,500
Notes Payable General ____ 00
Total Long-Term Liab. $ 60,500
Total Liabilities $ 74,800
STOCKHOLDERS EQUITY
Common Stock $ 70,950
Add'l Paid in Capital 33,357
Retained Earnings 46,750
Total Equity $151,057
Total Debt & Equity $225,857




$103,900 $ 116,270 $ 120,870'
$ 77,000 $ 275,000 $ 275,000
44,000 935,000 935,000
(13,500) (222,750) (328,454)
$107,500 $ 987,250 $ 881,546
$211,400 $1,103,520 $ 1,002,416
$ 1,680 $ 4,455 $ 11,400
00 2,750 3,000
2,345 7,370 8,940
$ 4,025 $ 14,575 $ 23,340
$ 6,000 $ 586,575 $ 542,520
10,088 170,500 150,300
00 272,250 213,086
$ 16,088 $1,029,325 $ 905,906
$ 20.113 $1.043.900 S 929.246~
$ 70,950 $ 10,945 $ 10,945
33,357 00 00
86,980 48,675 62,225
$191,287 $ 59,620 $ 73,170
$211,400 $1,103,520 $ 1,002,416
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Income Statement 
For Years Ended December 31, 1986 and 1987
Logan Company Barnett Company
1986 1987 1986 1987
REVENUES
Income from Services $476,900 $500,745 $568,287 $ 596,701
Other Revenues 5,975 6,122 54,000 55,300
Total Revenues $482,875 $506,867 $622,287 $ 652,001
OPERATING EXPENSES
Salaries and Wages $326,900 $343,245 $330,950 $ 332,960
Advertising Expenses 15,750 16,538 36,500 38,325
Repairs & Maintenance 36,800 38,640 79,175 83,134
Shipping & Postage 5,400 5,670 4,675 4,909
Office Expense 8,200 8,610 5,417 5,688
Utilities Expenses 6,687 7,021 8,100 8,505
Travel <Sc Entertainment 4,900 5,145 10,162 10,670
Insurance 8,688 9,122 18,975 19,924
Depreciation Expenses 2,500 2,500 105,704 $ 105,704
Total Operating
Expenses $415,825 $436,491 $599,704 $ 609,819
Income from Operations $ 67,050 $ 70,376 $ 22,583 $ 42,182
OTHER REVENUES & EXPENSES
Income Tax Expense $ 26,820 $ 28,150 $ 9,033 $ 16,873
Net Income $ 40,230 $ 42,226 $ 13,550 $ 25,309
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SURVEY NUMBER TWO
Thi s  a p p e n d i x  shows t h e  s u r v e y  i n s t r u m e n t s  u s e d  t o  
g a t h e r  t h e  a t t i t u d i n a l  d a t a .
Survey  number two c o n t a i n s  t w e n t y - e i g h t  q u e s t i o n s .  
The f i r s t  t e n  a r e  t h e  d o g m a t i s m  s c a l e .  Numbers e l e v e n  
t h r o u g h  n i n e t e e n  a r e  t h e  j ob  i n v o l v e m e n t  q u e s t i o n s .  
Numbers t w e n t y  t h r o u g h  t w e n t y - e i g h t  a r e  t h e  upward 
s t r i v i n g  ( m o t i v a t i o n )  s c a l e .
Survey  number f i v e  i s  a c o m p o s i t e .  Q u e s t i o n s  
numbered 1, 3,  11,  13,  l*f, 18 and 22 s e r v e d  as  a m e a s u r e  
o f  l i b e r a l i s m .  Q u e s t i o n s  numbered 5,  7,  9,  16,  20 ,  2% 
and 26 s e r v e d  as  a m e a s u r e  of  c o n s e r v a t i s m .  O t h e r  
q u e s t i o n s  on t h i s  s u r v e y  w e r e  p a r t  of  t h e  t a x  p l a c e b o  
t r e a t m e n t .
Given  be low a r e  s t a t e m e n t s  on v a r i o u s  s o c i a l  and b u s i ­
n e s s  i s s u e s .  Eve ryone  t h i n k s  d i f f e r e n t l y  a b o u t  e ach  
m a t t e r  and t h i s  s c a l e  i s  an a t t e m p t  t o  l e t  you e x p r e s s  
your  b e l i e f s  and o p i n i o n s .  T h e r e  a r e  no r i g h t  o r  wrong 
a n s w e r s .  Simply r e s p o n d  t o  e a c h  of  t h e  i t e m s  by c h e c k ­
i ng  t h e  b l a n k  t h a t  a p p l i e s  t o  you r  f e e l i r . g  a b o u t  t h i s  
i s s u e .  P l e a s e  answer  a l l  i t e m s .
1. I t  i s  o f t e n  d e s i r a b l e  t o  r e s e r v e  judgement  a b o u t  
w h a t ' s  go i ng  on u n t i l  one  ha s  had a c h an c e  t o  h e a r  t h e  
o p i n i o n s  o f  t h o s e  one  r e s p e c t s .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  ___
Agree  s t r o n g l y  ______ D i s a g r e e  s t r o n g l y  ___
Agree  ______ D i s a g r e e  v e r y  s t r o n g l y  ___
2 .  In t h e  h i s t o r y  o f  ma nk i nd  t h e r e  have  p r o b a b l y  been  
j u s t  a h a n d f u l  of  r e a l l y  g r e a t  t h i n k e r s .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  ___
Agree  s t r o n g l y  ______ D i s a g r e e  s t r o n g l y  ___
Agree  ______ D i s a g r e e  v e r y  s t r o n g l y  ___
3 .  Most  p e o p l e  j u s t  d o n ' t  know w h a t ' s  good f o r  t hem.
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e ________________________
Agree  s t r o n g l y  ______ D i s a g r e e  s t r o n g l y  ___
Agree  ______ D i s a g r e e  v e r y  s t r o n g l y  ___
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*»•. Once I g e t  wound up i n  a h e a t e d  d i s c u s s i o n ,  I 
j u s t  c a n ' t  s t o p .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y
Agree    D i s a g r e e  v e r y  s t r o n g l y  "
5 .  In t h i s  c o m p l i c a t e d  w o r l d  of  o u r s ,  t h e  o n l y  way 
we can  know wha t  i s  go in g  on i s  t o  r e l y  upon l e a d e r s  
or  e x p e r t s  who can be t r u s t e d .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y
Agree    D i s a g r e e  v e r y  s t r o n g l y  '
6 . In t h e  l ong  r u n ,  t h e  b e s t  way t o  l i v e  i s  t o  p i c k  
f r i e n d s  and a s s o c i a t e s  whose  t a s t e s  and b e l i e f s  a r e  t h e  
same as  o n e ' s  own.
Agree  v e ry  s t r o n g l y  _____  D i s a g r e e  ____
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ____
Agree    D i s a g r e e  v e r y  s t r o n g l y  ____
7.  Whi l e  I d o n ' t  l i k e  t o  ad mi t  t h i s  even t o  m y s e l f ,  I 
somet imes  hae  t h e  a m b i t i o n  t o  become a g r e a t  p e r s o n  l i k e  
E i n s t e i n ,  Bee t hoven  or  S h a k e s p e a r e .
Agree  v e r y  s t r o n g l y  _____  D i s a g r e e  _____
Agree  s t r o n g l y  ______ D i s a g r e e  s t r o n g l y  _____
Agree__________________ ______ D i s a g r e e  v e r y  s t r o n g l y  ____ ^
8 . Of a l l  t h e  d i f f e r e n t  p h i l o s o p h i e s  which  e x i s t  in  
t h i s  w o r l d ,  t h e r e  i s  p r o b a b l y  o n l y  one  w hi c h  i s  c o r r e c t .
Agree  v e r y  s t r o n g l y  _______ D i s a g r e e  _____
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ____
Agree    D i s a g r e e  v e r y  s t r o n g l y  _____
9.  My b l o o d  b o i l s  whenever  a p e r s o n  s t u b b o r n l y  r e f u s e s  
t o  admi t  h e ' s  wrong .
Agree  v e r y  s t r o n g l y  _____  D i s a g r e e ____________________ _____
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  _____
Agree    D i s a g r e e  v e r y  s t r o n g l y  _____
10.  The h i g h e s t  form of  gove rnment  i s  democracy  and  t he  
h i g h e s t  fo rm of democracy  i s  a gove rnment  run by t h o s e  
who a r e  mos t  i n t e l l i g e n t .
Agree  v e r y  s t r o n g l y  _______ D i s a g r e e ___________________ ____
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ____
Agree    D i s a g r e e  v e r y  s t r o n g l y  ____
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11.  Most  compan i es  have  s u g g e s t i o n  boxes  f o r  t h e i r  w o r k e r s ,  
b u t  I do u b t  t h a t  t h e  compan i es  t a k e  t h e s e  s u g g e s t i o n s  s e r i o u s l y .
Agree  v e r y  s t r o n g l y    D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
12.  A good w o r k e r  c a r e s  a b o u t  f i n d i n g  ways t o  improve a 
j o b ,  and when one has  an i d e a ,  one  s h o u l d  p a s s  i t  on t o  t he  
s u p e r v i  s o r .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
13.  One who has  an i d e a  a b o u t  how t o  improve o n e ' s  own job 
s h o u l d  d r op  a n o t e  i n  t h e  company s u g g e s t i o n  box .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
14.  A good w o r k e r  i s  i n t e r e s t e d  i n  h e l p i n g  a new wor ke r  
l e a r n  h i s / h e r  j o b .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  ____
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ____
Agree    D i s a g r e e  v e r y  s t r o n g l y  _____
15.  I f  a  wo rk e r  has  a c h o i c e  be t ween  g o i n g  t o  t h e  company 
p i c n i c  o r  s t a y i n g  home w i t h  an e n j o y a b l e  hobby ,  t h e  wor ke r  
would  p r o b a b l y  be b e t t e r  o f f  s t a y i n g  a t  home.
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e ___________________________
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
16.  Even i f  a w o r k e r  has  a v e r y  l o w - l e v e l  job  in  a company,  
i t  i s  s t i l l  p o s s i b l e  f o r  t h e  w o r k e r  t o  make s u g g e s t i o n s  
which w i l l  a f f e c t  company p o l i c y .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e ___________________________
Agree  s t r o n g l y  ______ D i s a g r e e  s t r o n g l y  ______
Agree  ______ D i s a g r e e  v e r y  s t r o n g l y  ______
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17.  Once a  week ,  a f t e r  t h e  work day i s  o v e r ,  a company may 
have  t h e i r  w o r k e r s  g e t  t o g e t h e r  in  g r o u p s  f o r  t h e  p u r p o s e  
of  d i s c u s s i n g  p o s s i b l e  j ob  c h a n g e s .  A good w o r k e r  s ho u ld  
r ema i n  a f t e r  q u i t t i n g  t i me  t o  p a r t i c i p a t e  i n  t h e s e  d i s c u s -  
s i o n s .
Agree  v e ry  s t r o n g l y  ______ D i s a g r e e  __
Agree  s t r o n g l y  ______ D i s a g r e e  s t r o n g l y  __
Agree  ______ D i s a g r e e  v e r y  s t r o n g l y  ______
18.  I f  so me t h i n g  i s  wrong w i t h  a j o b ,  a s mar t  w or ke r  w i l l
mind h i s  or  he r  own b u s i n e s s  and l e t  somebody e l s e  co mp la in  
a b o u t  i t .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y
Agree    D i s a g r e e  v e r y  s t r o n g l y
19.  One s h o u l d  do o n e ' s  own job  and f o r g e t  a b o u t  such t h i n g s  
as  company m e e t i n g s  or company a c t i v i t i e s .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  _____
Agree    D i s a g r e e  v e r y  s t r o n g l y  _____
2 0 . Even i f  a p e r s o n  has  a good j o b ,  t h e y  s h o u l d  a lways  be 
l o o k i n g  f o r  a b e t t e r  j o b .
Agree  v e r y  s t r o n g l y  _____  D i s a g r e e ___________________________
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  _____
Agree    D i s a g r e e  v e r y  s t r o n g l y  _____
21.  In c h o o s i n g  a j o b ,  a p e r s o n  s h o u l d  c o n s i d e r  c han c es  f o r  
a dv an c e m e n t ,  as  w e l l  a s  o t h e r  f a c t o r s .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  ______
Agree  s t r o n g l y  ______ D i s a g r e e  s t r o n g l y  ______
Agree  ______ D i s a g r e e  v e r y  s t r o n g l y  ______
22.  One s h o u l d  a lways  be t h i n k i n g  a b o u t  p u l l i n g  o n e s e l f  up 
i n  t h e  w o r l d  and s h o u l d  work h a r d  w i t h  t h e  hope  of  b e in g  
p romot ed  t o  a h i g h e r  j ob  l e v e l .
Agree  v e r y  s t r o n g l y  _____  D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  _____
23.  I f  a p e r s o n  l i k e s  h i s  j o b ,  t h e y  s h o u l d  be s a t i s f i e d  w i t h  
i t  and s h ou l d  no t  push f o r  a p r o m o t i o n  t o  a n o t h e r  j o b .
Agree  v e r y  s t r o n g l y  _____  D i s a g r e e ___________________________
Agree  s t r o n g l y  ______ D i s a g r e e  s t r o n g l y  ______
Agree  ______ D i s a g r e e  v e r y  s t r o n g l y  ______
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24.  The t r o u b l e  w i t h  t oo  many p e o p l e  i s  t h a t  when t h e y  
f i n d  a j ob  i n  wh i c h  t h e y  a r e  i n t e r e s t e d ,  t h e y  d o n ' t  t r y  
t o  g e t  a b e t t e r  j o b .
Agree  v e r y  s t r o n g l y  _______ D i s a g r e e ___________________ ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
25.  A wo r k e r  who t u r n s  down a p r o m o t i o n  i s  p r o b a b l y  making  
a m i s t a k e .
Agree  v e r y  s t r o n g l y  _______ D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
26 .  A p r o m o t i o n  t o  a h i g h e r  l e v e l  job  u s u a l l y  means  more  
w o r r i e s  and s h o u l d  be a v o i d e d  f o r  t h a t  r e a s o n .
Agree  v e r y  s t r o n g l y  _______ D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
2 7 .  A w e l l - p a y i n g  job  t h a t  o f f e r s  l i t t l e  o p p o r t u n i t y  f o r  
advancemen t  i s  n o t  a  good j o b  f o r  me.
Agree  v e r y  s t r o n g l y  _______ D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
28 .  One i s  b e t t e r  o f f  i f  t h e y  a r e  s a t i s f i e d  w i t h  t h e i r  
own j ob  and a r e  n o t  c o n c e r n e d  a b o u t  b e i n g  p r o mo t ed  t o  
a n o t h e r  j o b .
Agree  v e r y  s t r o n g l y  _______  D i s a g r e e __________________________
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
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SURVEY NUMBER FIVE
1. La rge  f o r t u n e s  s h o u l d  be t a x e d  f a i r l y  h e a v i l y  o ve r  
and above  incom e t a x e s .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  ____
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y   "
Agree    D i s a g r e e  v e r y  s t r o n g l y  ____
2.  Most  p e o p l e  a r e  b a s i c a l l y  h o n e s t  and wou ld  pay t h e i r  
s h a r e  of  t a x e s  even  w i t h o u t  t h e  p r e s e n c e  of  t h e  IRS.
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
3 .  To e n s u r e  a d e q u a t e  c a r e  o f  t h e  s i c k ,  we need  t o
r a d i c a l l y  change  t h e  p r e s e n t  s y s t e m  of  p r i v a t e l y  c o n ­
t r o l l e d  m e d i c a l  c a r e .
Agree  v e r y  s t r o n g l y    D i s a g r e e  _
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  _
Agree    D i s a g r e e  v e r y  s t r o n g l y  _
4.  IRS a g e n t s  g e n e r a l l y  t r y  t o  t r e a t  t a x p a y e r s  f a i r l y .
Agree  v e r y  s t r o n g l y  _______  D i s a g r e e  ____
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ____
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
5.  A f i r s t  c o n s i d e r a t i o n  i n  any s o c i e t y  i s  t h e  p r o t e c t i o n  
of  p r o p e r t y  r i g h t s .
Agree  v e r y  s t r o n g l y  _______  D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
6 . S i n c e  t h e  c o l l e c t i o n  o f  t a x e s  i s  n e c e s s a r y  f o r  t h e  
o p e r a t i o n  of  t h e  f e d e r a l  g o v e r n m e n t ,  t h e  IRS s h o u l d  be 
p e r m i t t e d  t o  u se  any t a c t i c s  n e c e s s a r y  t o  p r e v e n t  t a x  
e v a s i o n .
Agree  v e r y  s t r o n g l y    D i s a g r e e  ___
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ____
Agree    D i s a g r e e  v e r y  s t r o n g l y  ___
7.  Government  o w n e r s h i p  and m anagem ent o f u t i l i t i e s  
l e a d s  t o  b u r e a u c r a c y  and i n e f f i c i e n c y .
Agree  v e r y  s t r o n g l y  _______  D i s a g r e e  _
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  _
Agree    D i s a g r e e  v e r y  s t r o n g l y  _
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8 . Because  t h e  t a x p a y e r  has  t h e  o p t i o n  of  s e e k i n g  p r o ­
f e s s i o n a l  a d v i c e ,  t h e  r e s p o n s i b i l i t y  f o r  b e i n g  i n f o r me d  
of  o n e ' s  r i g h t s  i n  a t a x  d i s p u t e  s h o u l d  f a l l  on t h e  t a x ­
p a ye r  and no t  on t h e  IRS a g e n t .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e __________________________
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  _____
Agree    D i s a g r e e  v e r y  s t r o n g l y  _____
9.  I f  t h e  U n i t e d  S t a t e s  t a k e s  p a r t  i n  any s o r t  o f  w o r l d  
o r g a n i z a t i o n ,  we s h ou l d  be s u r e  t h a t  we l o s e  none of  our  
power and i n f l u e n c e .
Agree  v e r y  s t r o n g l y    D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
10.  T ax p a ye r s  s h o u l d  be p e n a l i z e d  f o r  c l a i m i n g  d e d u c t i o n s  
t o  w h i ch  t h e y  a r e  no t  e n t i t l e d ,  even  i f  t h e y  a c t e d  on t h e  
a d v i c e  o f  an IRS r e p r e s e n t a t i v e .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
11.  Funds f o r  s c h o o l  c o n s t r u c t i o n  s h o u l d  come f r om 
s t a t e  and f e d e r a l  gove rnment  l o a n s  a t  no i n t e r e s t  o r  
v e r y  low i n t e r e s t .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y
Agree    D i s a g r e e  v e r y  s t r o n g l y
12.  A good method  f o r  e v a l u a t i n g  t h e  p r o d u c t i v i t y  o f  IRS 
a g e n t s  f o r  t h e  p u r p o s e  of  a w a r d i n g  r a i s e s  and p r o m o t i o n s  
i s  t o  b a s e  such r a i s e s  and p r o m o t i o n s  on t h e  amount  of  
t a x  d o l l a r s  c o l l e c t e d  in  t a x  d i s p u t e s .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
13.  Our p r e s e n t  economi c  s y s t e m  s h o u l d  be r e f o r m e d  so 
t h a t  p r o f i t s  a r e  r e p l a c e d  by r e i m b u r s e m e n t s  f o r  u s e f u l  
w o r k .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e ________________________
Agree  s t r o n g l y  ______ D i s a g r e e  s t r o n g l y  ___
Agree  ______ D i s a g r e e  v e r y  s t r o n g l y  ___
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14.  P u b l i c  e n t e r p r i s e s  l i k e  a i r l i n e s  s h o u l d  n o t  make 
p r o f i t s .  They a r e  e n t i t l e d  t o  f a r e s  s u f f i c i e n t  t o  e n a b l e  
them  t o  pay o n l y  a f a i r  i n t e r e s t  on t h e  a c t u a l  c a s h  
c a p i t a l  t h e y  have  i n v e s t e d .
Agree  v e r y  s t r o n g l y  _____  D i s a g r e e  ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
15.  T a x p a y e r s  s h o u l d  g e n e r a l l y  be p e r m i t t e d  t o  pay p a s t  
due t a x e s  i n  i n s t a l l m e n t s .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  _____
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  _____
Agree    D i s a g r e e  v e r y  s t r o n g l y  _____
16.  Government  laws and r e g u l a t i o n s  s h o u l d  be such as  
f i r s t  t o  e n s u r e  t h e  p r o s p e r i t y  of  b u s i n e s s  s i n c e  t h e  
p r o s p e r i t y  o f  a l l  depends  on t h e  p r o s p e r i t y  o f  b u s i n e s s
Agree  v e r y  s t r o n g l y  _______ D i s a g r e e  ____
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ___
Agree    D i s a g r e e  v e r y  s t r o n g l y  ____
17.  IRS a g e n t s  s h o u l d  be p e r s o n a l l y  l i a b l e  f o r  l o s s e s  
i n c u r r e d  by t a x p a y e r s  in a t a x  d i s p u t e  when t h e  t a x p a y e r  
i s  i n n o c e n t  and t h e  a g e n t  a c t e d  w r o n g f u l l y  i n  t h e  l i n e  o f  
d u t y .
Agree  v e r y  s t r o n g l y  _____  D i s a g r e e  ______
Agree  s t r o n g l y  ______ D i s a g r e e  s t r o n g l y  ______
Agree  ______ D i s a g r e e  v e r y  s t r o n g l y  ______
18.  A l l  i n d i v i d u a l s  who a r e  i n t e l l e c t u a l l y  c a p a b l e  o f  
b e n e f i t i n g  f r om i t  s h o u l d  g e t  a  c o l l e g e  e d u c a t i o n  a t  
p u b l i c  e x p e n s e  i f  n e c e s s a r y .
Agree  v e r y  s t r o n g l y  _______ D i s a g r e e
Agree  s t r o n g i y    D i s a g r e e  s t r o n g l y  __
Agree    D i s a g r e e  v e r y  s t r o n g l y  __
19.  I f  t a x p a y e r s  a r e  made aware  o f  t h e i r  r i g h t s  i n  a 
t a x  d i s p u t e ,  t h e y  w i l l  t a k e  u n f a i r  a d v a n t a g e s  t o  a v o i d  
p a y i n g  t a x e s  t h e y  l e g i t i m a t e l y  owe.
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y _____________
Agree    D i s a g r e e  v e r y  s t r o n g l y  __
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20.  The w e l l - b e i n g  of  a n a t i o n  d epends  m a i n l y  on i t s  
i n d u s t r y  and b u s i n e s s .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  _
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y
Agree    D i s a g r e e  v e r y  s t r o n g l y  _
21.  I f  p a s t  due t a x e s  a r e  t h e  r e s u l t  o f  d e l i b e r a t e  t a x  
e v a s i o n ,  t a x p a y e r s  s h o u l d  n o t  be p e r m i t t e d  t o  pay t h o s e  
t a x e s  i n  i n s t a l l m e n t s ,  b u t  s h o u l d  be r e q u i r e d  t o  make an 
i nrmedia te  lump-sum payment .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  _____
Agree  s t r o n g l y  ______ D i s a g r e e  s t r o n g l y  _____
Agree  ______ D i s a g r e e  v e r y  s t r o n g l y  _____
22 .  Unem ploym ent i n s u r a n c e  i s  an i n a l i e n a b l e  r i g h t  of  
t h e  w o r k i n g  m a n .
Agree  v e r y  s t r o n g l y  _______ D i s a g r e e  __
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  __
Agree    D i s a g r e e  v e r y  s t r o n g l y  __
23.  I n d i v i d u a l s  g e n e r a l l y  a s s o c i a t e  t h e  m i r a n d i z i n g  
( i n f o r m i n g  t h e  a c c u s e d  of h i s / h e r  r i g h t s )  p r o c e s s  w i t h  
c r i m i n a l  a c t i v i t y .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e _______________________
Agree  s t r o n g l y  ______ D i s a g r e e  s t r o n g l y  __]
Agree  ______ D i s a g r e e  v e r y  s t r o n g l y  __
24.  T h e r e  s h o u l d  be no government  i n t e r f e r e n c e  w i t h  
b u s i n e s s  and t r a d e .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y
Agree    D i s a g r e e  v e r y  s t r o n g l y
25.  F e a r  of  t h e  IRS c a u s e s  mos t  t a x p a y e r s  t o  a t t e m p t  t o  
r e p o r t  incom e and e x p e n s e s  h o n e s t l y .
Agree  v e r y  s t r o n g l y  ______ D i s a g r e e  _____
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y   "
Agree    D i s a g r e e  v e r y  s t r o n g l y  ____ |
26.  I n d i v i d u a l s  w i t h  t h e  a b i l i t y  and f o r e s i g h t  t o  e a r n  
and a c c u m u l a t e  w e a l t h  s ho u ld  have  t h e  r i g h t  t o  e n j o y  t h a t  
w e a l t h  w i t h o u t  government  i n t e r f e r e n c e  and r e g u l a t i o n s .
Agree  v e r y  s t r o n g l y  _______ D i s a g r e e ___________________ ______
Agree  s t r o n g l y    D i s a g r e e  s t r o n g l y  ______
Agree    D i s a g r e e  v e r y  s t r o n g l y  ______
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The f o l l o w i n g  q u e s t i o n s  a r e  t o  g a i n  b i o g r a p h i c a l  
i n s i g h t  i n t o  w o r k e r s  in  t h e  s m a l l  b u s i n e s s  a r e a .  A l l  
r e s p o n s e s  w i l l  be k e p t  in  c o n f i d e n c e ,  and a l l  i n f o r ­
m a t i o n  w i l l  be a n a l y z e d  i n  a summary f o r m o n l y .  P l e a s e  
answer  a l l  q u e s t i o n s  t o  t h e  b e s t  o f  your  a b i l i t y .
What i s  your  c u r r e n t  age?
( 1 ) 21 t h r o u g h 26
( 2 ) 27 t h r o u g h 32
( 3) 33 t h r o u g h 38
( 4) 39 t h r o u g h 44
( 5) 45 t h r o u g h 50
( 6 ) 51 t h r o u g h 56
( 7) 57 t h r o u g h 62
( 8 ) Over  62
What was your  e s t i m a t e d  h o u s e h o l d  incom e l a s t  y e a r ?
( 1) Under  $ 5 , 0 0 0  
( 2) $ 5 , 0 0 0  t o  $ 1 0 , 0 0 0
( 3) $10 ,001  t o  $ 1 5 , 0 0 0
( 4) $15 ,001  t o  $ 2 0 , 0 0 0
( 5) $20 ,001  t o  $ 2 5 , 0 0 0
( 6 ) $25 ,001  t o  $ 3 0 , 0 0 0
( 7) $30 ,001  t o  $ 4 0 , 0 0 0
( 8 ) $40 ,001  t o  $ 5 0 , 0 0 0
( 9) $50 , 001  t o  $ 7 5 , 0 0 0
(10)  $75 , 001  t o  $ 10 0 , 00 0
(11)  O ver $ 10 0 ,0 0 0
What  i s  t h e  h i g h e s t  l e v e l  o f  e d u c a t i o n  you have  
c o m p l e t e d ?
  ( 1) Did n o t  c o m p l e t e  e l e m e n t a r y  s c h o o l
  ( 2) C om p l e t ed  e l e m e n t a r y  s c h o o l ,  b u t  d i d
n o t  c o m p l e t e  h i g h  s ch oo l
  ( 3) C om p l e t ed  h i g h  s c h o o l
  ( 4) A t t e n d e d  c o l l e g e ,  b u t  d i d  n o t
c o m p l e t e  c o l l e g e  
  ( 5) C o l l e g e  g r a d u a t e
  ( 6) A t t e n d e d  g r a d u a t e  s c h o o l ,  bu t  d i d
n o t  c o m p l e t e  
  ( 7) C om p l e t ed  a g r a d u a t e  s c h o o l  p ro gr am
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How much m anagem ent e x p e r i e n c e  have  you had?
  ( 1) Less  t h a n  one  y e a r
  ( 2 ) 1 - 2  y e a r s
  ( 3 )  2 - 5  y e a r s
  ( 4) 4 - 1 0  y e a r s
  ( 5) 10 -20  y e a r s
  ( 6 ) Over  20 y e a r s
Which of  t he  f o l l o w i n g  b e s t  d e s c r i b e s  your  e t h n i c  b a ck g r o u n d ?
  ( 1) O r i e n t a l
  ( 2) L a t i n
( 3) Amer i can  I n d i a n  
( 4) B lack  
  ( 5) C a u c a s i a n  ( Whi t e )
  ( 6 ) O t h e r ,  p l e a s e  s p e c i f y ___________________
Have you e v e r  a p p l i e d  f o r  an  SBA Loan?
  ( 1) Y e s   ( 2) No
Have you e v e r  r e c e i v e d  an SBA Loan?
  ( 1) Y e s   ( 2 )  No
Which of  t h e  f o l l o w i n g  d e s c r i p t i o n s  b e s t  d e s c r i b e s  t h e  
o c c u p a t i o n  o f  t he  head  o f  h o u s e h o l d  o f  your  p a r e n t 1s home, 
i . e . ,  What d i d / d o e s  your  f a t h e r  o r  m o t h e r  do f o r  a l i v i n g ?
  ( 1) Owner /Manager  of  a  b u s i n e s s
  ( 2) P r o f e s s i o n a l  ( D o c t o r ,  A t t o r n e y ,  P r o f e s s o r ,
CPA, E x e c u t i v e  i n  l a r g e  p u b l i c a l l y  h e l d  
company)
  ( 3) S u p e r v i s o r ,  Forem an
  ( 4) T e a c h e r  (High  S c h o o l ,  E l e m e n t a r y ,  P r e s c h o o l )
  ( 5) C l e r i c a l
  ( 6 ) L a b o r e r
  ( 7) Unemployed
  ( 8 ) O t h e r ,  p l e a s e  s p e c i f y _____________________
Do you c u r r e n t l y  work  f o r ,  or  own a s ma l l  b u s i n e s s ?
( 1) Yes ( 2 )  No
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What i s  t h e  j o b  t i t l e  of  t h e  p o s i t i o n  you now h o l d ?
A p p r o x i m a t e l y  how many employees  work f o r  your  f i r m ?  
( I n c l u d e  Owner s /Manage r s  which  d e v o t e  a t  l e a s t  p a r t - t i m e ) .




Academic  D e g r e e :  
B u s i n e s s  E x p e r i e n c e :
Academic  E x p e r i e n c e :  
Membersh i p :
O t h e r  :
J .  D en n i s  C o a t e s
Mound C i t y ,  M i s s o u r i  
J a n u a r y  5,  1949
B. S. i n  F i n a n c e  
N o r t h w e s t  M i s s o u r i  S t a t e  
U n i v e r s i  t y
G e n e r a l  Man ag e r ,
S u p e r i o r  Bus S a l e s ,  I n c .  
( 1 9 7 1 - 1 9 7 7 )
Owner /Manager  
J .  D. C o a t e s ,  I n c .
S c h o l a s t i c  Equi pment  Co.  
( 1 9 7 7 - 1 9 8 2 )
G r a d u a t e  T e a c h i n g  A s s i s t a n t  
L o u i s i a n a  S t a t e  U n i v e r s i t y  
(1 98 4 - 1 9 8 8 )
V i s i t i n g  P r o f e s s o r  
S o u t h e r n  U n i v e r s i t y  (1989)
Amer i can  A c c o u n t i n g  A s s o c i a t i o n  
Amer i can  I n s t i t u t e  of
C e r t i f i e d  P u b l i c  
A c c o u n t a n t s  
M i s s o u r i  S o c i e t y  o f  C e r t i f i e d  
P u b l i c  A c c o u n t a n t s
C e r t i f i e d  P u b l i c  Account  
S t a t e  o f  M i s s o u r i ,  1982
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